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SECURITIES EXCHANGE ACT 
Release No. 14784/May 19, 1978 


In the Matter of 
BUNKER RAMO CORPORATION 
GTE INFORMATION SYSTEMS INCORPORATED 


OPTIONS PRICE REPORTING AUTHORITY 


File No. 4-280 


ORDER EXTENDING THE DURATION OF A 
TEMPORARY STAY FOR A PERIOD OF 120 DAYS 
AND INITIATING REVIEW OF WHETHER AN 
EXCLUSIVE PROCESSOR MAY CHARGE AN ACCESS 
FEE; NOTICE OF ORAL HEARING 


On March 24, 1978, the Commission pursuant to 
Section 11A(b)(5) of the Securities Exchange Act of 
1934 (the “Act”), issued an order (the “March Order”) 
granting a temporary stay, for a period of 45 days, of 
action by the Options Price Reporting Authority 
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(“OPRA”) to discontinue a service by which OPRA 
retransmits last sale reports of options transactions to 
the vendors which subscribe to receive initial 
transmission of such last sales reports. ! The 
Commission granted the stay for the purpose of 
preserving the status quo between OPRA and two 
vendors, Bunker Ramo Corporation (“Bunker Ramo”) 
and GTE Information Systems Incorporated (“GTE”), 
until the Commission had the opportunity to consider 
the views of all interested parties as to (i) whether 
OPRA would be acting unfairly or unreasonably if it 
denied Bunker Ramo and GTE access to its 
retransmission service and (ii) whether such conduct 
would be consistent with the standards of Section 
11A(b) of the Act which govern the operation of 
registered securities information processors. 


The Commission, for the purpose of assisting it in 
determining whether OPRA’s prohibition or limitation 
of access by Bunker Ramo and GTE to the 
retransmission service was consistent with the Act, 
also invited comment on whether the retransmission 
service? offered by OPRA is ‘inherent in, or 





1 Securities Exchange Act Release No. 14606. The 
Commission, at the request of Bunker Ramo, 
extended the period within which interested persons 
could file submissions. In addition, the Commission 
extended the duration of the stay for an additional 
seven days. (Securities Exchange Act Release No. 
14658, (April 13, 1978)). 


2A description of the parties, the services which 
OPRA provides to Bunker Ramo and GTE, OPRA’s 
selection of a central processor for provision of last 
sale options reports and the procedures which these 
vendors have followed to contest OPRA’s termination 
of the agreements by which it previously supplied 
options last sale reports is set forth in the March 
Order at 1-4, and is incorporated herein by reference. 


3 The retransmission feature enables a vendor which 
receives information via a high speed line to identify 
and recapture messages which had not been sent 
properly as a result of a malfunction in the central 
processor's computer or transmission facilities or 
which, while transmitted by the central processor, 
have (1) been lost or garbled through interference on 
the communications circuit, or (2) not been received 
properly as a result ot a breakdown in the vendor's 
equipment. 


Thus, when a vendor’s own software detects that 
messages have been lost, the vendor telephones or 
teletypes the central processor and requests 
retransmission of the lost data. The central processor 
then retrieves that data, identifies it as a 
retransmission, and retransmits the message not only 
to the requesting vendor but to all vendors. 
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necessary to, the accurate, reliable and efficient 
operation of a high speed communications system; 
whether OPRA may charge a separate fee for th@ 
retransmission service, and whether the Commission 
should expedite its review of the vendor’s initial 
request for a stay of the termination of OPRA’s 1975 
Vendors Agreement. In response to its March Order, 
the Commission received submissions from OPRA, 
Bunker Ramo and GTE.4 


In its submission, OPRA states that the “best 
evidence that retransmission service is not necessary 
or inherent in a communications system is that until 
its recent changeover to the new consolidated service, 
OPRA never offered retransmission service.”° 
Further, OPRA states it “does not now intend, and 
never has intended to separately offer or charge for 
retransmission services” and maintains OPRA’s 
position has been misunderstood by the Commis- 
sion.5 OPRA asserts that it has legal authority to charge 
a reasonable and non-discriminatory access fee, is 
not obligated to provide any service to persons that 
refuse to pay such charges, and that a discontinuance of 
all or part of those services for failure to pay is not 
subject to the Commission’s power to stay under 





4 Statements were received from OPRA, dated April 
10, 1978 (“OPRA submission”); Bunker Ramo, date 
April 12, 1978 (“Bunker Ramo submission”); and GTE;* 
dated April 7, 1978 (“GTE submission”). 


'S See OPRA submission at 10. 


6 OPRA submission at 5. Yet, OPRA, in its letter to 
Bunker Ramo and GTE notifying them that after March 
24, 1978, OPRA would discontinue providing the 
retransmission service, stated: 


OPRA will continue to furnish you options 
last sale reports on an interim basis while 
we continue to negotiate concerning the 
revised vendor agreement. In the event 
these negotiations result in your executing 
the revised agreement, any retroactive 
payments pursuant to our interim under- 
Standing will be adjusted to reflect the 
period of time during which you were not 
furnished with the retransmission capa- 
bility. 


Letters, dated March 10, 1978, to Mr. Murray Sumner, 
Bunker Ramo and Mr. George W. Hernan, GTE, fror 
Mr. Joseph Corrigan; OPRA Administrator. 





Section 11A(b)(5) of the Act.” Thus, OPRA 
maintains that it is entitled to discontinue 

ansmission, since Bunker Ramo and GTE have 
wused to pay for the initial transmission service and 
retransmission is a service associated with, but not 
necessary to initial transmission and is included 
within the fee charged for initial transmission. 


Bunker Ramo maintains that it is common practice to 
incorporate a retransmission service in the design of 
modern generic high-speed data communication 
systems and that in such systems, the retransmission 
feature is built into the automated system and is thus 
structurally inherent.8 Further, Bunker Ramo states 
that “a correction service has no value to anyone 
except in connection with the basic information which 
is being corrected and, indeed, the basic information 
has no value unless it is corrected as necessary to 
make it accurate and reliable.”? Bunker Ramo also 
states that “corrections by retransmission are needed 
approximately once each day, even when all 
equipment functions properly.”10 GTE, which 
asserts a position very similar to Bunker Ramo’s!! 





7 OPRA submission at 5-6. 


8 See Bunker Ramo submission at 6. 


“J id. at 8. Bunker Ramo also has specifically 
requested that OPRA disclose, either voluntarily or in 
a Commission proceeding, cost data upon which 
OPRA’s access fee is calculated. /d. at 9. 


10 ig. at 5-6. 


11 Both Bunker Ramo and GTE also refer to a 
breakdown of the high-speed options system on 
March 21, 1978, when over 21,000 messages were not 
submitted during a 1-1/2 hour period (Bunker Ramo 
submission at 3 and GTE submission at 4-5). Bunker 
Ramo states that without the “retransmission service 
to correct the errors, data disseminated to the public 
would have been seriously deficient.” (Bunker Ramo 
submission at 4-5). The retransmission service, 
however, is only the right to request retransmission of 
data. Thus, in the event of a breakdown in the 
facilities of OPRA’s central processor as on March 21, 
1978, Bunker Ramo and GTE would have received the 
retransmission automatically, since a general 
breakdown by the central processor would result in no 
original transmission and retransmission would be 
initiated by the central processor itself or requested 
‘yw other vendors, in which case all vendors would 
& eve the retransmission (OPRA submission at 10). 


adds that, since other vendors (which have signed 
new vendor agreements) are automatically receiving 
the retransmission service along with the _ initial 
transmission, it is not a service which can be 
segregated from the initial transmission. !2 


Commission Authority 


Section 11A(b)(5)(A) of the Act!3 provides the 
Commission with authority on its own motion, or 
upon application by an aggrieved person, to review 
any prohibition or limitation of access to services 
provided by a registered securities information 
processor. The Commission also may summarily, or 
after notice and opportunity for hearing, stay a 
prohibition or limitation with respect to access to 
services offered by a registered securities information 
processor. While section 11A(b)(5)(A) does not set 
forth any guidelines as to when a stay may be 
appropriate, one purpose of such a stay would be to 
preserve the status quo between the parties to a 
dispute, during which time the Commission may have 
the opportunity to decide the merits of the dispute 
pursuant to Section 11A(b)(5)(B). 


Section 11A(b)(5)(B) of the Act 14 provides that if the 
Commission finds, after notice and opportunity for 
hearing, that a prohibition or limitation of access to 
the services of a registered securities information 
processor is consistent with the provisions of the Act 
and the rules and regulations thereunder and that the 
persons alleging the prohibition or limitation has not 
been discriminated against unfairly, the Commission, 
by. order, shall dismiss the proceeding. 5 Section 
11A(b)(5) thus provides the Commission with the 
substantive power to review prohibitions or limitations 
of access by registered securities information 





12 GTE submission at 3. 
13 45 U.S.C. 78k-1(b)(5)(A). 


14 45 U.S.C. 78k-1(b)(5)(B). 


15 Section 11A(b)(5)(B) also provides that “[i]f the 
Commission does not make any such finding or if it 
finds that such prohibition or limitation imposes any 
burden on competition not necessary or appropriate 
in furtherance of the purposes of this title, the 
Commission, by order, shall set aside the prohibition 
or limitation and require the registered securities 
information processor to permit such person access 
to services offered by the registered securities 
information processor.” 
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processors and the power to delay the effectiveness of 
alleged prohibitions or limitations upon access until 
such time as the Commission may conduct its 
substantive review in an orderly manner. In the instant 
matter, the Commission is not making any 
determinations with respect to whether OPRA’s 
proposed termination of its retransmission service is 
consistent with the provisions of the Act, but 
rather is addressing, pursuant to Section 11A(b)(5)(A) 
of the Act, the need to extend the stay of the 
proposed termination while the substantive review, 
pursuant to Section 11A(b)(5)(B) of the Act, is 
conducted. 


Commission Determinations 


On the basis of the views and information contained 
in submissions received by the Commission in 
response to its March Order, and its understanding of 
the operation of high-speed communications sys- 
tems, the Commission has determined that the issues 
which must be resolved to determine whether OPRA 
may terminated provisions of the retransmission 
service to Bunker Ramo and GTE cannot be 
segregated from the issues underlying OPRA’s 
provision of the options last sale report service. 


At this time, it appears that the retransmission feature 
is necessary for the accurate, reliable and efficient 
operation of a high-speed communications system in 
that without such a feature, vendors which receive last 
sale information would be unable to request OPRA’s 
central processor to retransmit those messages which 
had been “lost” or ‘‘garbled” during initial 
transmission or receipt. Without the ability to obtain 
retransmission of lost data, vendors would be unable 
to maintain an accurate data base and would thereby 
effectively be denied the ability to utilize the initial 
transmission of options last sale reports. 7 Thus, the 
Commission believes that it might best address the 





16 Among the provisions of the Act which would be 
relevant to this determination is Section 11A(b)(3), 
which sets forth the standard which the Commission 
must consider in determining whether to grant the 
registration of a securities information processor. 
Upon its registration as an exclusive securities 
information processor with respect to options last 
sale reports, OPRA undertook a continuing obligation 
to comply with the requirements of Section 11A(b)(3) 
and other provisions of the Act and rules thereunder. 


17 The Commission also notes that, before OPRA 
commenced providing last sale options reports 
through a central processor and via a high-speed line, 
these reports were transmitted by the individual 
exchanges and, in so doing, each exchange was able 
to provide vendors with options last sale information 
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issue of whether OPRA may charge vendors an access 
fee for receipt of options last sale reports if it extends 
the temporary stay of OPRA’s proposed eeu | " 
the retransmission service. . 
The Commission recognizes, however, that negoti- 
ations between OPRA and Bunker Ramo and GTE 
concerning the termination of OPRA’s 1975 Vendors 
Agreement and proposed charge of an access fee 
appear to be at an impasse and that there is now little 
or no likelihood that the parties will resolve their 
differences as to whether OPRA is authorized to 
terminate the 1975 Vendor Agreement and, in its 
pldce, substitute an agreement which provides that 
subscribing vendors pay a monthly access fee for the 
receipt of options last sale reports.'8 Thus, resolution 
of the differences between these parties will not occur 
until the Commission conducts a review of the issues 
of whether OPRA, an exclusive securities information 
processor, is entitled to charge vendors an access fee 
and whether OPRA may terminate the 1975 Vendors 
Agreement. 


In light of the parties’ inability to resolve their 
differences without further Commission involvement, 
the Commission hereby announces that it is initiating 
a review, pursuant to Section 11A(b)(5)(B) of the Act, 
to consider the issues presented to it and, in 
conjunction with that review, will provide an 
opportunity for oral presentation of views - , @ 
parties and other interested persons. 

. 
Accordingly, the Commission has determined, 
pursuant to its authority under Section 11A(b)(5)(A) of 
the Act, that it is appropriate to extend, for a period of 
120 days, the temporary stay of OPRA’s proposed 





which may have been lost during initial transmission. 
This service was provided by the exchanges at no 
charge to vendors. Thus, it appears that OPRA, 
through its participant exchanges, was providing that 
service before utilization of a central processor and 
accordingly, Bunker Ramo and GTE reasonably might 
expect that service to continue when OPRA voluntarily 
agreed to continue providing its initial transmission 
service pending negotiations on the access fee. 


18 GTE also contends that termination of the 1975 
Vendors Agreement would unlawfully impose upon it 
a requirement to pay for the communications lines by 


which it receives options last sale reports. The 
Commission, in its March Order, refused to grant 
GTE’s request that the Commission stay OPRA from 
terminating its provision of those communicatic” 
lines. 





termination of its retransmission service.19 The 
Commission beNeves that this extension of the 

Nporary stay wl permit it to review, in an orderly 

nner, the issues discussed herein concerning 
OPRA’s authority to terminate both the initial 
transmission service and the related transmission 
service. The Commission anticipates that this review 
will be completed within the 120 day period during 
which this extension of the temporary stay is in 
effect.20 


The Commission also notes that it may, in the near 
future, solicit public comment for the purpose of 
rulemaking on the general question of the propriety of 
allowing self-regulatory organizations to impose 
charges on vendors and suscribers to their services 
with respect to market information required to be 
disclosed by Commission rules. The Commission 
anticipates that commentary received in response to 
that general proceeding may be relevant in part to the 
review initiated herein. Accordingly, the Commission 
may consider with that proceeding in making final 
determinations with respect to the issues presented 
by its review of this matter. 


Matters to be Examined During the Hearing 


The Commission will receive, in a public forum, data, 
views and arguments on the issues of (1) whether 
“2PRA, as an exclusive securities information 

cessor registered pursuant to Section 11A(b)(3) of 


A» 





19 As noted in the March Order, the Commission has 
broad discretion to grant or deny a stay under the 
express language of Section 11A(b)(5)(A). In this 
instance, however, the Commission has also 
determined, for the reasons set forth in the March 
“Order, that the criteria traditionally applied by the 
courts in determining whether to grant stays in the 
exercise of their equity powers (See the March Order 
at 7-11) continue to be met by Bunker Ramo and GTE. 


20 The Commission has deferred commencing a 
review of these issues to this date since it expected 
that OPRA and the vendors might successfully 
negotiate a new access agreement, and since OPRA 
had agreed, pending those negotiations, to continue 
providing options last sale reports to Bunker Ramo 
and GTE under the terms of the 1975 Vendors 
Agreement. While our extension today of the 
temporary stay of termination of the retransmission 
service does not stay OPRA from ceasing to provide 
the initial transmission service, the Commission 
expresses its hope that OPRA will continue voluntarily 
WY. provide that service while the Commission 
@& Mpletes its review. 


the Act, may charge vendors an access fee for receipt 
of options last sale transaction reports; (2) whether 
OPRA,; irrespective of whether it may charge such an 
access fee may terminate the 1975 Vendors 
Agreement; and (3) whether OPRA may discontinue 
providing vendors the communications circuit which 
links the vendors to OPRA’s central processor and 
enables them to receive the options last sale 
transaction reports. 


Information Pertaining to Public Hearings 


Public hearings on the foregoing matters, pursuant to 
the provisions of Section 11A(b)(5) of the Act, will 
comménce at June 20, 1978, in Room 776 at the 
Headquarters Office of the Commission, 500 North 
Capitol Street, Washington, D.C. 20549 and continue 
thereafter at such times and places as the officer 
named herein may.determine. Persons appearing at 
the hearings will be permitted to give a brief oral 
presentation addressing the issues. The Commission 
and its staff intends to question persons appearing at 
the hearings concerning the above-mentioned issues, 
and, in order to allow sufficient time for the 
Commission’s inquiries, initial oral presentations may 
not exceed fifteen minutes. Participants in the 
hearings, however, may submit more extensive written 
statements at least four days before their appearance. 


All oral statements from witnesses will be taken under 
oath or affirmation. 


For the purpose of these hearings, it is ordered that 
Sheldon Rappaport, Deputy Director of the Division of 
Market Regulation, be, and hereby is, designated 
hearing officer to preside over such hearings, to 
administer oaths and affirmations, to subpoena 
witnesses, to compel their attendance, to take 
evidence, to require the production of any books, 
papers and other records deemed relevant or material 
to the inquiry and to perform such other duties in 
connection therewith as prescribed by law. 


Any interested person who wishes to appear at the 
hearings should notify Theodore W. Urban, Chief, 
Branch of Exchange Regulation, at (202) 755-1378 or 
in writing at 500 North Capitol Street, Washington, 
D.C. 20549. Persons who plan to make a prepared 
statement should submit 25 copies of their statement 
not later than four business days in advance of their 
scheduled date of appearance. 


Prior to or during the hearings, any person may 
submit written questions to be directed to a particular 
witness or group of witnesses; but the presiding 
hearing officer will determine in his sole discretion 
whether or to what extent to direct those questions to 


i any witness. 
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A list of witnesses, setting forth the time of their 
scheduled appearances, will be published in the SEC 
News Digest. 


Request for Comments 


Interested persons are invited to submit written 
comments or supplement submissions which 
previously have been filed in this matter by June 23, 
1978. Six copies of each comment letter should be 
submitted, addressed to George A. Fitzsimmons, 
Secretary, Washington, D.C. 20549. Reference should 
be made to File No. 4-280. All such communications 
will be placed in the file and will be available for 
public inspection. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 14785/May 19, 1978 


Administrative Proceeding 

In the Matter of 

MACRODATA CORPORATION 

APPLICATION PURSUANT TO SECTION 12(h) 


The Securities and Exchange Commission has issued 
a notice giving interested persons until June 5, 1978, 
to request a hearing on an application by Macrodata 
Corporation (the “Applicant”’) pursuant to Section 
12(h) of the Securities Exchange Act of 1934 as 
amended (the “1934 Act”), for an order exempting the 
Applicant from the provisions of Section 15(d) of the 
1934 Act for the Applicant’s fiscal year ended 
December 31, 1977. 


On December 12, 1977, the Applicant became a 
wholly-owned subsidiary of Cutler-Hammer, Inc. 
(“Cutler-Hammer’’). As a result of the merger, 
Cutler-Hammer is the sole stockholder of the 
Applicant. 
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SECURITIES EXCHANGE ACT OF 1934 
Release No. 14786/May 19, 1978 


A notice has been issued giving interested me 
until June 16 to comment upon or request a hearing 
on the application submitted by Standard-Pacific 
Corp. to withdraw its common stock (par value $.25) 
from listing and registration on the American Stock 
Exchange, Inc. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 14787/May 19, 1978 


In the Matter of 


NEW YORK STOCK EXCHANGE, INC. 
11 Wall Street 
New York, New York 10005 


(SR-NYSE-78-16) 
ORDER APPROVING PROPOSED RULE CHANGE 


On April 5, 1978, the New York Stock Exchange, Inc. 
(the “NYSE”) filed with the Commission, pursuant to_ 
Section 19(b) of the Securities Exchange Act of 1 
(the “Act”), and Rule 19b-4 thereunder, copies of~% 
proposed rule change, which would permit persons 
who are not citizens of the United States to become 
directors on the NYSE Board of Directors. 


Notice of the proposed rule change together with the 
terms of substance of the proposed rule change was 
given by publication of a Commission Release 
(Securities Exchange Act Release No. 14657 (April 12, 
1978)) and by publication in the Federal Register (42 
FR 16581 (April 19, 1978)). 


The Commission finds that the proposed rule change 
is consistent with the requirements of the Act and the 
rules and regulations thereunder applicable to the 
NYSE and, in particular, the requirements of Section 6 
and the rules and regulations thereunder. 


IT IS THEREFORE ORDERED, pursuant to Section 
19(b)(2) of the Act, that the above-mentioned 
proposed rule change be, and it hereby is, approved. 


For the Commission by the Division of Market 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 








SECURITIES EXCHANGE ACT OF 1934 
| No. 14788 /May 22, 1978 


OTICE OF FILING AND EFFECTIVENESS OF PRO- 
POSED RULE CHANGE BY MIDWEST STOCK EX- 
CHANGE, INCORPORATED 


File No. SR-MSE-78-13 


The Midwest Stock Exchange, Incorporated submitted 
on May 12, 1978, a proposed rule change under Rule 
19b-4 to increase the annual dues for options mem- 
bers, eliminate the badge fee, and establish an equity 
floor access fee. 


The foregoing rule change has become effective, pur- 
suant to Section 19(b)(3)(A) of the Securities Ex- 
change Act of 1934. At any time within sixty days of 
the filing of such proposed rule change, the Commis- 
sion may summarily abrogate such rule change if it 
appears to the Commission that such action is neces- 
Sary or appropriate in the public interest, for the pro- 
tection of investors, or otherwise in furtherance of the 
purpose of the Securities Exchange Act of 1934. 


Publication of the submission is expected to be made 
in the Federal Register during the week of May 22, 
1978. In order to assist the Commission to determine 
whether to approve the proposed rule change or insti- 
~ tute proceedings to determine whether the proposed 
‘le change should be disapproved, interested 
persons are invited to submit written data, views and 
arguments concerning the submission within 21 days 
from the date of publication in the Federal Register. 
Persons desiring to make written comments should 
file six copies thereof with the Secretary of the Com- 
mission, Securities and Exchange Commission, 500 
North Capitol Street, Washington, D.C. 20549. Refer- 
ence should be made to File No. SR-MSE-78-13. 


Copies of the submission, all subsequent amend- 
ments, all written statements with respect to the pro- 
posed rule change which are filed with the Commis- 
sion, and of all written communications relating to the 
proposed rule change between the Commission and 
any person, other than those which may be withheld 
from the public in accordance with the provisions of 5 
U.S.C. §552, will be available for inspection and copy- 
ing at the Commission’s Public Reference Room, 1100 
L Street, N.W., Washington, D.C. 


For the Commission, by the Division of Market Regu- 
lation pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 14789/May 22, 1978 


NOTICE OF FILING OF PROPOSED RULE CHANGE 
BY PHILADELPHIA STOCK EXCHANGE, INC. 


File No. SR-PHLX-78-6 


The Philadelphia Stock Exchange, Inc. (“PHLX”) sub- 
mitted on May 3, 1978, a proposed rule change under 
Rule 19b-4 to amend its Rule 1047 and 1012 to permit 
PHLX to utilize trading rotations at the opening and at 
the close of each business day and at the close of 
trading on the last day of trading in expiring option 
series. 


Publication of the submission is expected to be made 
in the Federal Register during the week of May 22, 
1978. In order to assist the Commission to determine 
whether to approve the proposed rule change or insti- 
tute proceedings to determine whether the proposed 
rule change should be disapproved, interested per- 
sons are invited to submit written data, views and 
arguments concerning the submission within 21 days 
from the date of publication in the Federa/ Register. 
Persons desiring to make written comments should 
file six copies thereof with the Secretary of the Com- 
mission, Securities and Exchange Commission, 500 
North Capitol Street, Washington, D.C. 20549. Refer- 
ence should be made to File No. SR-PHLX-78-6. 


Copies of the submission, all subsequent amend- 
ments, all written statements with respect to the 
proposed rule change which are filed with the Com- 
mission, and of all written communications relating to 
the proposed rule change between the Commission 
and any person, other than those which may be with- 
held from the public in accordance with the provisions 
of 5 U.S.C. §552, will be available for inspection and 
copying at the Commission’s Public Reference Room, 
1100 L Street, N.W., Washington, D.C. Copies of the 
filing and of any subsequent amendments will also be 
available at the principal office of the above-men- 
tioned self-regulatory organization. 


For the Commission, by the Division of Market Regu- 
lation pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 14790/May 22, 1978 
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Administrative Proceeding File No. 3-5451 


In the Matter of 


FIRST GEORGETOWN SECURITIES, INC. 
(8-18390) 
EUGENE A. JEWETT 


GEOFFREY A. KLIGMAN 


ORDER FOR PUBLIC PROCEEDINGS PURSUANT TO 
SECTIONS 15(b) AND 19(h) OF THE SECURITIES EX- 
CHANGE ACT OF 1934 AND ORDER IMPOSING RE- 
MEDIAL SANCTIONS 


In connection with a proposed administrative proceed- 
ing under the Securities Exchange Act of 1934 (“Ex- 
change Act’’), First Georgetown Securities, Inc. 
(“Registrant”), a registered broker-dealer, Eugene A. 
Jewett (“Jewett”), president, a director and share- 
holder of Registrant, and Geoffrey A. Kligman, former 
vice-president and director, and currently a share- 
holder of Registrant, have submitted offers of settle- 
ment which the Commission has determined to accept 
solely for the purpose of these proceedings or any 
other proceedings brought by or before the Commis- 
sion. Without admitting or denying the findings here- 
in, respondents consent to the findings and sanctions 
set forth below. 


Accordingly, IT |S ORDERED that proceedings pursu- 
ant to Sections 15(b) and 19(h) of the Exchange Act 
be, and they hereby are, instituted. 


On the basis of the offers of settlement, it is hereby 
found that from on or about September 30, 1975, to on 
or about October 28, 1976, Registrant, Jewett and 
Kligman willfully violated Section 17(a) of the Securi- 
ties Act of 1933 (“Securities Act”) and Section 10(b) of 
the Exchange Act and Rule -10b-5 thereunder, in that 
said persons, by use of the means and instrumentali- 
ties of interstate commerce and the mail, in offering, 
selling and effecting transactions in securities, 
namely Tennessee Valley Authority (“TVA”) bonds 
paying 9% due March 15, 1995, and 942% due June 
15, 1995, and Quebec Hydro-Electric 8.60% bonds 
due September 15, 2006, and other securities, directly 
and indirectly, obtained money and property by means 
of untrue statements of material facts and omissions 
to state material facts necessary in order to make the 
statements made, in the light of the circumstances 
under which they were made, not misleading, and en- 
gaged in transactions, acts, practices, and a course of 


business which would and did operate as a fraud and 
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deceit upon purchasers and prospective purchasers of 
such securities, concerning, among other things: 


1. The call provisions of, and yields on, the wi 
bonds; 


2. the percentage of markup on the Quebec Hydro- 
Electric bonds; 


3. yields on Government Services Administration 
bonds, International Bank for Reconstruction and 
Development bonds, and Maryland Health and Higher 
Education Facilities bonds; and 


4. the likelihood of a customer encountering delays 
and errors in the handling of the customer’s account 
by Registrant or its clearing broker between April 1976 
and November 1976. 


In view of the foregoing, it is in the public interest to 
impose the sanctions and accept an order of com- 
pliance with the undertakings specified in the offers 
of settlement. 


Accordingly, IT |S ORDERED that: 


1. Registrant First Georgetown Securities, Inc., be 
and is suspended for a period of thirty (30) days, ex- 
cept that Registrant may continue to conduct unsolic- 
ited business from existing customers during thew 
period; and, subject to the terms and conditions mori 
fully set forth in its offer of settlement, Registrant is~ 
hereby ordered to comply with its undertakings to dis- 
gorge gross commissions retained by Registrant in 
favor of persons who purchased 9% and 912% TVA 
bonds from it during 1975 and 1976, and to refrain 
from all advertising for a period of thirty (30) days (to 
run concurrently with the suspension period). Regis- 
trant is also ordered to comply with its other under- 
takings, which are more specifically set forth in the 
offer of settlement, involving, inter alia, new manage- 
ment consultation with counsel, supervisory proce- 
dures and clearance of all ads with the NASD, said 
undertakings being designed to prevent a recurrence 
of the violative conduct. 


2. Eugene A. Jewett be and is suspended from asso- 
ciation with any broker or dealer for a period of thirty 
(30) days and barred from association in any super- 
visory capacity with a broker-dealer, provided that he 
may apply to the Commission after two years to so re- 
associate himself; and Jewett is hereby ordered to 
comply with his undertaking to iiquidate his proprie- 
tary interest in Registrant as soon as possible. 


3. Geoffrey A. Kligman be and is suspended from 


association with any broker or dealer for a period of 
fifty (50) business days and barred from associatio” 
with a broker or dealer in a supervisory, managerial, 0 __ 





proprietary capacity, subject to the terms and condi- 

tions of the voting trust as more fully set forth in his 
Zt of settlement, provided that he may apply to the 

‘Commission after two years to reassociate himself in 
such capacities; and, subject to the terms and condi- 
tions more fully set forth in his offer of settlement, 
Kligman is hereby ordered to comply with his under- 
takings to (a) disgorge commissions actually received 
by Kligman in favor of persons who purchased 9% 
and 9%2% TVA bonds from him during the period 
March 15, 1976, through October 26, 1976; (b) estab- 
lish a voting trust for his common stock of G. A. 
Kligman & Co. and any other controlling stock of a 
broker-dealer which he may later acquire; and (c) prior 
to making any application to reassociate with any 
broker or dealer in a supervisory, managerial or propri- 
etary capacity, to take NASD or other courses to be 
selected after consultation with the staff. 


AND IT IS FURTHER ORDERED that the said remedial 
sanctions and compliance with the undertakings shall 
be effective at the opening of business on the second 
Monday after the date of this order. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 14791/May 23, 1978 


Administrative Proceeding File No. 3-5322 


In the Matter of 


SHAUGHNESSY & CO., INC. 
151 Endicott Arcade 
St. Paul, Minnesota 


LAWRENCE SHAUGHNESSY, SR. 
151 Endicott Arcade 
St. Paul, Minnesota 


LAWRENCE SHAUGHNESSY, JR. 
151 Endicott Arcade 
«<>» St. Paul, Minnesota 


ORDER IMPOSING REMEDIAL SANCTIONS 


In these broker-dealer proceedings under the Securi- 
ties Exchange Act, Shaughnessy & Co., Inc. (Regis- 
trant), a registered broker-dealer; Lawrence Shaugh- 
nessy, Sr. (‘“‘Shaughnessy, Sr.”), president and 
treasurer of Registrant; and Lawrence Shaughnessy, Jr. 
(“Shaughnessy, Jr.”), vice-president and secretary of 
Registrant, have submitted an offer of settlement, 
without admitting or denying the allegations in the 
order for proceedings, which the Commission has 
determined to accept. 


On the basis of the order for proceedings and the offer 
of settlement, it is found that Registrant has wilfully 
violated Sections 15(b), 15(c) and 17(a) of the Ex- 
change Act and Rules 15b3-1, 15c3-1, 15c3-3, 17a-3, 
17a-4, 17a-5, 17a-11 and 17a-13 promulgated there- 
under; that Shaughnessy, Sr. has wilfully aided and 
abetted violations of Sections 15(b), 15(c) and 17(a) of 
the Exchange Act and Rules 15b3-1, 15c3-1, 17a-3, 
17a-4, 17a-5 and 17a-11 promulgated thereunder and 
that Shaughnessy, Sr. was permanently enjoined on 
June 1, 1977 from violations of Sections 15(c) and 
17(a) of the Exchange Act and Rules 15c3-1 and 17a-5 
promulgated thereunder; and that Shaughnessy, Jr. 
has wilfully aided and abetted violations of Sections 
15(b), 15(c) and 17(a) of the Exchange Act and Rules 
15b3-1, 153-1, 15c3-3, 17a-3, 17a-4, 17a-5, 17a-11 and 
17a-13 promulgated thereunder; and that it is in the 
public interest to impose the sanctions specified in 
the offer of settlement. 


Accordingly, IT IS ORDERED THAT: 


(1) The registration as a _ broker-dealer of 
Shaughnessy & Co., Inc. be, and hereby is, revoked, 
and 


(2) Lawrence Shaughnessy, Sr., be, and hereby is sus- 
pended from association with any broker or dealer, 
investment adviser, investment company, or any affil- 
iate of an investment company for a period of nine 
months, effective at the opening of business on the 
second Monday after the date of this order, and there- 
after, Lawrence Shaughnessy, Sr. be, and hereby is, 
barred from any supervisory, proprietary or back office 
position with any broker or dealer, investment adviser, 
investmer* company, or any affiliate of an investment 
company, 


(3) Lawrence Shaughnessy, Jr. be, and hereby is, 
suspended from association with any broker or dealer, 
investment adviser, investment company, or any affil- 
iate of an investment company for a period of six 
months, effective at the opening of business on the 
second Monday after the date of this order, and there- 
after, Lawrence Shaughnessy, Jr. be, and hereby is, 
barred from any supervisory, proprietary or back office 
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position with any broker or dealer, investment adviser, 
investment company, or any affiliate of an investment 
company. 


For the Commission, by its Secretary, pursuant to 
delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 14792/May 23, 1978 


Administrative Proceeding File No. 3-5449 


In the Matter of 


TEXAS INTERNATIONAL COMPANY 


ORDER INSTITUTING PROCEEDINGS AND FINDINGS 
AND ORDER IN SETTLEMENT OF THIS MATTER 


The Commission deems it appropriate that proceed- 
ings be instituted with respect to TEXAS INTERNA- 
TIONAL COMPANY (“TIC”) pursuant to Section 
15(c)(4) of the Securities Exchange Act of 1934 (“Ex- 
change Act”) based upon the allegations of the Divi- 
sion of Enforcement to determine whether TIC’s fil- 
ings with the Commission pursuant to Sections 12, 
13, and 15(d) of the Exchange Act and the Rules and 
Regulations promulgated thereunder were materially 
deficient in that they contained false statements and 
omitted to state facts concerning oil and gas reserves 
and concerning compensating balances as more fully 
set forth below. 


Simultaneously with the institution of these proceed- 
ings, TIC has submitted an offer of settlement for the 
purposes of disposing of the issues raised in these 
proceedings. Under the terms of the Offer of Settle- 
ment, TIC solely for the purposes of these proceed- 
ings and without admitting or denying the FACTS, 
FINDINGS or other statements contained in the 
ORDER, consents to the Commission making the 
findings of fact set forth in Section | hereof, and the 
conclusions of law set forth in Section Il hereof and 
consents to the order of the Commission. 
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The Commission has determined that it is appropriate 
and in the public interest to accept the offer of settle- 
ment of TIC and, accordingly, is issuing this order. ¢ 


| 
FINDINGS OF FACT 
A. 
The Commission’s public official files disclose that: 


1. Texas International Company (“TIC”), whose prin- 
cipal executive offices are located at 700 National 
Foundation Center, 3545 N.W. 58th Street, Oklahoma 
City, Oklahoma, is a Delaware corporation. TIC’s se- 
curities are registered and have been registered at all 
times relevant herein with the Commission pursuant 
to Section 12(b) of the Exchange Act. TIC’s common 
stock is listed and traded on the New York, Toronto, 
and Pacific Stock Exchanges and its 11 1/2% Subor- 
dinated Debentures due 1997 are listed on the New 
York Stock Exchange. 


2. As of August 31, 1977, TIC had 7,824,000 shares 
of common stock and $30,000,000 principal amount 
of 11%% Subordinated debentures issued and 
outstanding. 


3. TIC is principally engaged in the exploration for .— 
and production of crude oil and natural gas, the man-+ 
ufacture of oil field equipment and the provision of oil ™ 
field services. It wholly owns thirty-eight subsidiaries 
including Texas International Drilling Funds, Inc., a 
Delaware corporation (“TIDF”). 


4. From at least January 1966 and continuing to the 
present TIC has filed with the Commission certain re- 
ports, including annual reports on Form 10-K and 
quarterly reports on Form 10-Q, pursuant to Section 
12, 13(a) or 15(d) of the Exchange Act. It has also filed 
with the Commission registration statements for the 
offer and sale of its securities pursuant to the Secu- 
rities Act of 1933 (“Securities Act”). 


B. 


As a result of an investigation, the Division of En- 
forcement alleges and the Commission finds that: 


OIL AND GAS RESERVES 


1. In 1966, Platco, a small privately held oil and gas 
production company, merged with Nordan Corpora- 
tion, (“Nordan”) a publicly held corporation whose se- 
curities were registered with the Securities and Ex- 
change Commission pursuant to Section 12 of the Ex-~ 
change Act. 


Y 


~s 





2. In January, 1969 by vote of the shareholders 


«@»Nordan Changed its name to “Texas International 


‘etroleum Company.” In December, 1971, the com- 
@®pany further changed its name to Texas International 
Company and transferred the name Texas Interna- 
tional Petroleum Company to a newly incorporated oil 
and gas operating subsidiary. 


3. During the years 1968 to 1976 TIC acquired 26 
companies. At least seventeen of these acquisitions 
involved the issuance, in whole or in part, of TIC 
stock. 


4. In 1967 Nordan acquired J.C. Trahan, Drilling 
Contractor, Inc. (“Trahan”) an oil and gas production 
company. In acquiring Trahan, Nordan greatly in- 
creased its holdings of oil and gas reserves. After this 
acquisition, Nordan engaged Price Waterhouse & Co. 
(“PW”), the auditors of Trahan, to replace its own in- 
dependent certified public accountants. 


5. Since at least 1967, TIC has used the full cost me- 
thod of accounting for its oil and gas properties. 
Under the full cost concept, all costs incurred in ac- 
quiring, exploring and developing oil and gas proper- 
ties are capitalized when incurred and are amortized 
as oil and gas reserves are produced. 


6. For its calculation of depletion for the year 1968, 
“TIC used as its estimate of oil and gas reserves a fig- 


ire of 30,597,000 equivalent barrels as of January 1, 
1968. This resulted in a depletion rate of $0.82 per 
barrel. Based on production of 1,185,000 barrels in 
1968 a depletion expense of $972,000 was charged 
against income. 


7. TIC’s depletion reserve estimate for 1968 con- 
sisted of the company’s in-house estimates as of Jan- 
uary 1, 1969 of (a) proved producing reserves 
(13,503,000 equivalent barrels) and (b) proved behind 
casing reserves (4,033,000 equivalent barrels) and pro- 
duction for 1968 of 1,185,000 equivalent barrels for'a 
total of 18,721,000. To this total was added 11,876,000 
equivalent barrels of proven undeveloped, ,probable 
and possible reserves. 


8. The 11,876,000 equivalent barrels was the differ- 
ence as of December 31, 1967 between reserve esti- 
mates of Eugene Kincaid, a petroleum engineering 
consultant, and those of the company’s engineering 
staff, supervised by Darrell P. Miller. Miller was in 
charge of Trahan’s oil and gas operations and con- 
tinued in that capacity with TIC until 1974. 


9. Eugene Kincaid did an appraisal dated July 1, 
1965 of all oil and gas properties of Trahan. This re- 
port stated that it was an appraisal of “proved devel- 
“ped reserves” which were estimated to be approxi- 


«, mately 30,550,000 equivalent barrels. 


10. Kincaid updated his July 1, 1965 appraisal of 
Trahan properties in a report dated July 1, 1966. In 
this report the reserves are estimated to be approxi- 
mately 29,200,000 equivalent barrels. 


11. An appraisal report was done by Eugene Kincaid 
dated October 1, 1967. In this report, Kincaid sepa- 
rated estimates into developed producing, developed 
shut-in and proved undeveloped reserves. These esti- 
mates were materially less than any prior or subse- 
quent estimates by Kincaid. 


12. For purposes of the 1967 audit of Trahan, 
Kincaid updated his reserve estimates in a letter dated 
January 31, 1968 in which no categorization of re- 
serves is made nor is any reference made to his Octo- 
ber 1, 1967 report. The letter reads in full as follows: 


“A brief and informal review of your company oil and 
gas interests as of January 1, 1968 has been made. 
This is to advise that no material changes have been 
made to the reserves contained in my report of July 1, 
1966 except for reductions to account for the eighteen 
(18) months production and additions due to actual 
completions during that period. 


13. After January 31, 1968, Kincaid made no further 
estimates or updates of estimates of TIC’s oil and gas 
reserves. 


14. Miller, as the person in charge of TIC’s oil and 
gas operations, maintained current reserve estimates 
for Trahan and then for TIC. After the merger in De- 
cember, 1967, Miller undertook a company-wide re- 
view of oil and gas properties. He obtained from com- 
pany engineers and geologists in the field their esti- 
mates of oil and gas reserves based on current pro- 
duction and geological data. 


15. For the audit of year ending December 31, 1968, 
TIC decided to use company estimates of reserves, 
those made under the supervision of Miller, for the 
calculation of depletion. 


16. Miller's in-house estimates were lower than the 
previously used and less current Kincaid estimates. 
The difference between Miller’s and Kincaid’ estimates 
as of December 31, 1967, was 11,876,000 equivalent 
barrels. 


17. At the suggestion of George Platt, the chief Exe- 
cutive officer of TIC, and with the approval of the P.W. 
partner in charge of the audit, it was decided that 
Miller’s or the company’s in-house reserve estimates 
of proved developed reserves plus the difference of 
11,876,000 equivalent barrels between the Kincaid es- 
timates and the company’s estimates would be used 
for the depletion calculation for the 1968 Audit. 
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18. It was further decided by TIC with PW’s approval 
that the 11,876,000 equivalent barrels would be 
phased out of the depletion calculation over a ten-year 
period with 90% being included in the 1969 depletion 
calculation, 80% in 1970 and so on. 


19. As of December 31, 1968 about 83% (9,900,000 
equiviaent barrels) of the aforementioned 11,876,000 
equivalent barrels included in the depletion calcula- 
tion were reserves in the category of “possible re- 
serves” which require significant additional explora- 
tion and development costs before they can be pro- 
duced. 


AS REPORTED FOR YEARS 
ENDING 12/31 


1968 


(% of 11,876,000 
barrels added to 
company’s 
estimates) 


100% 


Income before 
extraordinary 
items (000’s) 


Earnings per share 
before extraordinary 
items 


20. From 1968 to the present, TIC has not included 
in the calculation of annual depletion, an estimation 
of the costs to explore for and develop to production 
the estimated 11,876,000 equivalent barrels of proved 
undeveloped; probable and possible reserves or part 
thereof that was included in each annual depletion 
calculation. 


21. For the years 1968 to 1976, earnings as reported 
equivalent barrels) of the aforementioned 11,876,000 
equivalent barrels of proved undeveloped, probable 
and possible reserves are excluded from the depletion 
calculation are as follows: 


C 





WITH 11,876,000 BARRELS 
AND PORTION THEREOF ELIMINATED 


Increase in depletion 
costs if TIC used company 
estimates (000’s) 


608 


Income (Loss) before 
extra ordinary items 
(000's) 


Earnings (Loss) per 
share before extra- 
ordinary items 


Percentage reduction 
in earnings 


5,436 
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22. From 1968 to the present TIC’s filings with the 
SEC including annual reports on Form 10-K and var- 
ious registration statements did not fully disclose the 
company’s calculation of depletion. The disclosure 
relevant to the reserve estimates used in the depletion 
calculation was as follows (emphasis supplied): 


(a) For 1968, 1969 and 1970: 


“Depreciation and depletion of oil and gas properties 
is computed on a company-wide unit-of-production 
method based on production from estimated oil and 
gas reserves.” 


(b) For 1971: 


“These costs are being amortized on a company-wide 
unit of production method over the aggregate product 
life of all producing properties.” 


(c) For 1972, 1973, 1974 and 1975: 


“North America—costs are being amortized on a unit- 
of-production method based on estimated proven de- 
veloped reserves.” 


(d) For 1976: 


“***by the unit-of-production method based on 
proved reserves as estimated by company engineers” 


UNDISCLOSED USE OF DRILLING FUNDS 
PROCEEDS AS COMPENSATING BALANCES 


23. From 1970 through 1975, Texas International 
Drilling Funds, Inc. (“TIDF”) a wholly owned subsid- 
iary of TIC, offered and sold as the general partner, 
limited partnership interests in 31 separate oil and gas 
drilling programs. The entire amount raised from 
public investors was $34,165,000. TIC and its wholly- 
owned subsidiaries purchased $6,608,750 of units in 
these drilling funds. 


24. The purchasers of the limited partnership units 
forwarded checks to a depository bank designated in 
the partnership agreement. The bank held the funds 
until it was informed by the general partner that the 
minimal number of units (as set out in the agreement) 
had been sold and the partnership was closed or that 
the funds were to be returned to the limited partners 
because the minimum subscription had not been at- 
tained. All partnerships attained their minimum sub- 
scriptions and therefore no funds were returned. 


25. The prospectuses for the drilling fund programs 
and the partnership agreements disclosed that inves- 


_ tors monies would be held in a special account in a 


“ae 


depository bank. If the minimum subscription re- 
quired to actuate a drilling Partnership was not se- 


cured, the subscription monies would be promptly re- 
funded. 


26. The funds were kept in partnership accumulation 
accounts at banks which had outstanding loans with 
TIC of various amounts. 


27. At the time each partnership closed and became 
an operating partnership, the funds were transferred 
from the accumulation accounts to partnership opera- 
ting accounts. Cash received by each partnership from 
sales of oil and gas was also deposited into each 
partnership operating account. 


28. Both the funds in the accumulation accounts 
and in the operating accounts were used as compen- 
sating balances at the banks where TIC had loans and 
which required compensating balances. 


29. The prospectuses for the drilling fund programs 
did not disclose that the partnership funds would be 
used to satisfy requirements for compensating bal- 
ances for TIC’s loans. 


30. As aresult of the maintenance of compensating 
balances at various banks with which TIC had loans 
through the deposit of partnerships funds, the rate of 
interest on the loans to TIC was reduced. 


31. 


The prospectuses for the drilling fund programs 
did not disclose that TIC, the parent company of 
TIDF, the general partner, received additional com- 
pensation as a result of a reduction in interest rates 
on loans for which partnership funds were used as 
compensating balances. 


32. No disclosure was made in TIC’s or TIDF’s re- 
ports filed with the Commission for the period 1970 to 
1972 that TIC was using proceeds of public offerings 
by TIC’s wholly-owned subsidiary, TIDF, as compen- 
sating balances. 


33. No disclosure was made in TIC’s or TIDF’s re- 
ports of the nondisclosure by TIC’s wholly-owned 
subsidiary, TIDF, as set forth in paragraph 31. 


i) 
CONCLUSIONS OF LAW 


The Commission finds that TIC’s reports filed on 
Forms 10K and 10-Q pursuant to Section 13(a) of the 
Exchange Act were and are materially deficient ir; that 
such reports omit and have omitted to state and false- 
ly state and have falsely stated that: 


1. From 1968 to the present, TIC has improperly in- 


cluded outdated reserve estimates in the reserves 
used in the calculation of its depletion expense. 
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2. From 1968 to the present TIC has improperly in- 
cluded 11,876,000 equivalent barrels and portions 
thereof in the reserves used in the calculation of its 
depletion expense. 


3. From 1968 to the present, TIC has improperly in- 
cluded estimates of possible reserves in the reserves 
used in the calculation of its depletion expenses. 


4. From 1968 to the present, TIC has improperly in- 
cluded estimates of proved undeveloped, probable 
and possible reserves in the reserves used in the cal- 
culation of its depletion expense without also includ- 
ing estimates of costs to fully develop such reserves. 


5. The disclosure in TIC’s annual reports on Form 
10-K for years 1972, 1973, 1974 and 1975, that deple- 
tion was being calculated on the basis of “estimated 
proven developed reserves” was materially false and 
misleading in that reserves used in the depletion cal- 
culation also included proved undeveloped, probable 
and possible reserves. 


6. The improper inclusion of the 11,876,000 equiva- 
lent barrels and portions thereof has resulted-in mate- 
rially false and misleading financial statements by 


understating expenses and overstating earnings for 
1968 to at least 1973. 


7. From 1970 to 1972, TIC failed to disclose that it 
was using as compensating balances, the proceeds of 
partnership interests in oil and gas drilling programs 


being publicly offered by TIDF, its wholly-owned sub- 
sidiary. 


8. From 1970 to 1975, TIC failed to disclose that its 
wholly-owned subsidiary TIDF, did not disclose to in- 
vestors in oil and gas drilling programs being publicly 
offered by TIDF, that proceeds of the offerings were to 
be used and were used as compensating balances by 
TIC. 


IV 
ORDER 


IT IS HEREBY ORDERED that such proceedings be, 
and they hereby are instituted. 


In view of the foregoing, the Commission deems it ap- 
propriate and in the public interest to accept the Offer 
of Settlement of TIC wherein TIC consents, without ad- 
mitting or denying, to the Commission making find- 
ings of fact and conclusions of law as set forth above, 
and accordingly 


IT IS FURTHER ORDERED that TIC promptly file a 
copy of this ORDER INSTITUTING PROCEEDINGS 
AND FINDINGS AND ORDER IN SETTLEMENT OF 
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THIS MATTER (“ORDER”) on Form 8-K with the Com- 
mission; and promptly mail a copy of this ORDER an 

the current report on Form 8-K under cover of which c 
is filed to any stockholder upon request, and 5 


IT iS FURTHER ORDERED that TIC shall amend its re- 
ports filed with the Commission pursuant to Section 
13(a) of the Exchange Act and Rules and Regulations 
promulgated thereunder to disclose the matters dis- 
cussed herein and restate the financial statements 
contained therein. 


By the issuance of this Order, the Commission term- 
inates this matter. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 14793/May 23, 1978 


The Securities and Exchange Commission onvesaaiill 
pursuant to Section 12(k) of the Securities Exchange 
Act of 1934 (“Exchange Act”) the single ten day sus- 
pension of exchange and over-the-counter trading for 
the period commencing at 10:30 a.m. (EDT) on May 
23, 1978 and terminating at midnight (EDT) on June 1, 
1978 of the securities of Envirodyne Industries, Inc. 
(“Envirodyne”) a Delaware corporation with principal. 
executive offices located at 410 North Michigan Ave- 
nue, Suite 1180, Chicago, Illinois 60611. 


The Commission initiated the suspension of trading in 
Envirodyne’s securities because the company filed its 
annual report on Form 10-K for the fiscal year ended 
December 31, 1977, which did not contain the required 
audited financial statements and summary of opera- 
tions and because the company has failed to file its 
quarterly report on Form 10-Q for the fiscal quarter 
ended March 31, 1978, resulting in the lack of ade- 
quate and accurate public information about Enviro- 
dyne’s operations, financial condition and the recent 
material acquisition of the Wisconsin Steel Division of 
International Harvestor Company. 


The Commission cautions broker-dealers, share- 
holders and prospective purchasers that they should 
carefully consider the foregoing information alon 
with all other currently available information and an\ 
information subsequently issued by the company. ~ 





Furthermore, brokers and dealers should be alert to 
_ the fact that, pursuant to Rule 15c2-11 under the Ex- 
;change Act, at the termination of the trading sus- 
* pension no quotation may be entered unless and until 
they have strictly complied with all of the provisions 
of said rule. If any broker or dealer has any questions 
as to whether or not he has complied with said rule, 
he should not enter any quotation but immediately 
contact the staff of the Division of Enforcement in 
Washington, D.C. If any broker or dealer is uncertain 
as to what is required by Rule 15c2-11, he should re- 
frain from entering quotations relating to the secu- 
rities in question until such time as he has familiariz- 
ed himself with said rule and is certain that all of its 
provisions have been met. If any broker or dealer 
enters any quotation which is in violation of said rule, 
the Commission will consider the need for prompt en- 
forcement action. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 14794/May 23, 1978 


NOTICE OF FILING OF PROPOSED RULE CHANGE 
BY PACIFIC STOCK EXCHANGE INCORPORATED 


File No. SR-PSE-78-9 


The Pacific Stock Exchange Incorporated (“PSE”) sub- 
mitted on May 9, 1978, a proposed rule change under 
Rule 19b-4 to amend PSE Rule VI by adding Section 
86 to provide a definitive date wherein payment of 
floor brokerage charges for trading of options con- 
tracts must be paid. 


Publication of the submission is expected to 'be made 
in the Federal Register during the week of May 22, 
1978. In order to assist the Commission to determine 
whether to approve the proposed rule change or insti- 
tute proceedings to determine whether the proposed 
rule change should be disapproved, interested per- 
sons are invited to submit written data, views and 
arguments concerning the submission within 21 days 
from the date of publication in the Federal Register. 
Persons desiring to make written comments should 
file six copies thereof with the Secretary of the Com- 
mission, Securities and Exchange Commission, 500 
‘North Capitol Street, Washington, D.C. 20549. Refer- 


«» ence should be made to File No. SR-PSE-78-9. 


Copies of the submission, all subsequent amer 
ments, all written statements with respect to the p.° 
posed rule change which are filed with the Commis- 
sion and of all written communications relating to the 
proposed rule change between the Commission and 
any person, other than those which may be withheld 
from the public in accordance with the provisions of 5 
U.S.C. §552, will be available for inspection and copy- 
ing at the Commission’s Public Reference Room, 1100 
L Street, N.W., Washington, D.C. Copies of the filing 
and of any subsequent amendments will also be avail- 
able at the principal office of the above-mentioned 
self-regulatory organization. 


For the Commission, by the Division of Market Regu- 
lation pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 14795/May 24, 1978 


SECURITIES TRANSACTIONS BY MEMBERS OF NA- 
TIONAL SECURITIES EXCHANGES 


Legislation Affecting Section 11(a) of the Securities 
Exchange Act of 1934 


The Securities and Exchange Commission today an- 
nounced that legislation delaying the full effective- 
ness of Section 11(a) of the Securities Exchange Act 
of 1934 (the “Act”)1 for nine months, from May 1, 
1978 to February 1, 1979, has been signed into law by 
the President.2 


Section 11(a)(1) of the Act makes it unlawful for a 
member of a national securities exchange to effect 
transactions on that exchange for (i) the member's 
own account, (ii) the account of a person associated 
with the member, or (iii) an account over which the 
member or any person associated with the member 
exercises investment discretion (collectively referred 
to as “covered accounts”). Section 11(a) was effective 





1 45 U.S.C. 78k(a). 


2 Pub. L. 95-283, 95th Cong., 2d Sess. (1978). 
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immediately upon its enactment with respect to per- 
sons who became members of national securities ex- 
changes after May 1, 1975. Pursuant to Section 
11(a)(3) as enacted in 1975,3 its effectiveness was de- 
layed until May 1, 1978 with respect to transactions by 
persons who were exchange members on May 1, 1975. 


The legislation delaying the full effective date of Sec- 
tion 11(a) for nine months represents a modified ver- 
sion of legislation requested by the Commission in 
February 1978.4 The delaying legislation was adopted 
as part of the Securities Investor Protection Act 
Amendments of 1978 (the “1978 SIPA Amendments”) 
which revise the Securities Investor Protection Act of 
1970 in several respects.° Specifically, Section 19 of 
the 1978 SIPA Amendments amends Section 11(a)(3) 
of the Act to delay the effectiveness of Section 
11(a)(1) from May 1, 1978 to February 1, 1979 with re- 
spect to persons who were members of national secu- 
rities exchanges on February 1, 1978. The amendment 
is effective retroactively to May 1, 1978. 


IMPACT OF THE LEGISLATION ON SECTION 11[a] 


AND THE COMMISSION’S RULES ADOPTED THERE- 
UNDER 


The legislation has three effects. First, it extends the 
Section 11(a)(3) “grandfather” period from May 1, 
1978 until February 1, 1979. Second, it broadens the 
class of exchange members “grandfathered” under 
Section 11(a)(3) to include not only those persons 
who were exchange members on May 1, 1975, but also 
those persons wk~ became exchange members be- 
tween May 1, 19/5 and February 1, 1978. Third, the 
legislation is effective retroactively to May 1, 1978 and 
thus Section 11(a) does not apply with respect to 





3 45 U.S.C. 78k(a)(3). 


4 On February 22, 1978, the Commission submitted to 
the Congress a recommendation that it enact 
legislation to delay the full effective date of Section 
11(a)(1) from May 1, 1978, until November 1, 1979. 
Letters from Harold M. Williams to Walter F. Mondale, 
Thomas P. O’Neill, Jr., Harley O. Staggers and 
Harrison A. Williams (Feb. 22, 1978), and 
Memorandum of the Securities and Exchange 
Commission in Support of its Recommendation that 
the Congress Delay the Full Effectiveness of Section 
11(a) until November 1, 1979. 


5 15 U.S.C. 78aaa et seq. The 1978 SIPA Amendments 
also amend Section 3(b) of the Securities Act of 1933, 
15 U.S.C. 77c(b), raising to $1,500,000 the ceiling on 
the small issue exemption under that Act. 
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covered account transactions effected by “grand- 
fathered” members on or after May 1, 1978. 


The Commission again advises interested persons 
that its rules adopted under Section 11(a)6 do not ap- 
ply to exchange members who are “grandfathered” 
under Section 11(a)(3), as amended. Accordingly, 
these rules will not take effect with respect to such 
persons until February 1, 1979.” Persons who became 
exchange members after February 1, 1978—and who 
therefore are not grandfathered by Section 11(a)(3), as 
amended—may effect transactions for covered ac- 
counts only in compliance with Secton 11(a)(1) and 
the Commission’s rules thereunder. 


The Commission stated in its February 1978 legisla- 
tive recommedation that a delay in Section 11(a)’s full 
effectiveness would provide additional time (i) for the 
resolution of problems presented by the Section and 
(ii) to plan for the effectiveness of the Section. The 
Commission intends to use the nine-month delay to 
reexamine its rulemaking and interpretive actions 
under Section 11(a) and to undertake a review of that 
Section’s impact upon the activities of national secu- 
rities exchanges and their members. Commentators 
are invited to submit their views and arguments with 
respect to any of the actions taken to date by the 
Commission under Section 11(a).8 Interested persons 





6 Temporary Rule 11a1-1(T) (the “proprietary trading’ 
rule), 17 CFR 240.11a1-1(T); Rule 11a1-2 (the 
“look-through” rule), 17 CFR 240.11a1-2; Temporary 
Rule 11a1-4(T) (the “bond trading” rule), 17 CFR 
240.11a1-4(T); and Temporary Rule 11a2-2(T) (the 
“effect versus execute” rule), 17 CFR 240.11a2-2(T). 
See Securities Exchange Act Release No. 12055 (Jan. 
27, 1976), 41 FR 8075 (Feb. 24, 1976); Securities 
Exchange Act Release No. 13383 (March 18, 1977), 42 
FR 16745 (March 29, 1977); Securities Exchange Act 
Release No. 14563 (March 14, 1978), 43 FR 11542 
(March 17, 1978); and Securities Exchange Act Release 
No. 14713 (April 27, 1978), 43 FR 18557 (May 1, 1978). 


7 Other than the “effect versus execute” rule, the 
Commission’s rules under Section 11(a) are adopted 
pursuant solely to the Commission’s exemptive 
rulemaking power under Sections 11(a)(1)(G) or 
11(a)(1)(H). The “effect versus execute” rule was 
adopted in part pursuant to the Commission’s 
rulemaking power under Section 11(a)(2), 15 U.S.C. 
78k(a)(2). In view of the then-imminent legislation, the 
Commission recently amended the effect versus 
execute rule to clarify the fact that it does not apply to 
any members grandfathered under Section 11(a)(3). 
See paragraph (f) of Temporary Rule 11a2-2(T), 
Securities Exchange Act Release No. 14713 (April 17, 
1978), 43 FR 18557 (May 1, 1978). ; 


8 See note 6 supra. 





should submit six copies of their views and argu- 
.ments by August 1, 1978 to George A. Fitzsimmons, 
‘cretary, Securities and Exchange Commission, 500 
@Xorth Capitol Street, Washington, D.C. 20549, and 
should refer to File No. S7-613. All submissions will 
be made available for public inspection at the Com- 
mission’s Public Reference Room, Room 6101, 1100 L 
Street, N.W., Washington, D.C. 


The Commission advises exchanges and their mem- 
bers that the period of delay enacted with respect to 
Section 11(a) extends only until early next year. Con- 
sequently, it is imperative that such persons under- 
take promptly to take whatever steps may be neces- 
sary to prepare for compliance in all respects with 
Section 11(a) when it becomes fully effective on Feb- 
ruary 1, 1979. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





ZCURITIES EXCHANGE ACT OF 1934 
~ Release No. 14796/May 26, 1978 


NOTICE OF EFFECTIVENESS OF A PROPOSED RULE 
CHANGE BY THE DEPOSITORY TRUST COMPANY 


(File No. SR-DTC-78-8) 


The Depository Trust Company submitted on May 15, 
1978, a proposed rule change modifying its proce- 
dures for record date deposits. 


The foregoing rule change has become effective pur- 
suant to Section 19(b)(3)(A) of the Securities Ex- 
change Act of 1934 and Rule 19b-4 thereunder. At any 
time within sixty days of the filing of such proposed 
rule change, the Commission may summarily 
abrogate the rule change if it appears to the Commis- 
sion that such action is necessary or appropriate in 
the public interest, for the protection of investors, or 
otherwise in furtherance of the purposes of the Secu- 
rities Exchange Act of 1934. 


Publication of the submission is expected to be made 
the Federal Register during the week of May 29, 
«~78. Interested persons are invited to submit written 


data, views and arguments concerning the submission 
within twenty-one days from the date of publication in 
the Federal Register. Persons desiring to make written 
submissions should file six copies thereof with the 
Secretary of the Commission, Securities and Ex- 
change Commission, 500 North Capitol Street, Wash- 
ington, D.C. 20549. Reference should be made to File 
No. SR-DTC-78-8. 


Copies of the submission, with accompanying ex- 
hibits, and of all written comments will be available 
for public inspection at the Securities and Exchange 
Commission’s Public Reference Room, 1100 L Street, 
N.W., Washington, D.C. Copies of the filing will also 
be available at the principal office of the above-men- 
tioned self-regulatory organization. 


For the Commission by the Division of Market Regula- 
tion, purusnat to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 14797/May 24, 1978 


Administrative Proceeding File No. 3-5453 


In the Matter of 


SOUTHERN BELL TELEPHONE AND TELEGRAPH 
COMPANY 

67 Edgewood Avenue, S.E. 

Atlanta, Georgia 30303 


ORDER ACCEPTING OFFER SETTLEMENT BY 
UNDERTAKING TO FILE REPORT ON FORM 8-K AND 
ORDER OF THE COMMISSION 


The Commission deems it appropriate to determine 
whether filings with the Commission by Southern Bell 
Telephone and Telegraph Company (“Southern Bell”) 
pursuant to Section 13 of the Securities Exchange Act 
of 1934 and the Rules and Regulations promulgated 
thereunder (the “Act and Regulations”). were mate- 
rially deficient in that they omitted to state material 
facts. 
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Southern Bell, having been advised of the Commis- 
sion’s intention to institute proceedings pursuant to 
Section 15(c)(4) of the Exchange Act’ has offered to 
file a Report on Form 8-K to resolve this matter. 


Southern Bell waives the issuance of an Order in- 
stituting proceedings and consents to the issuance of 
this Order. In addition, Southern Bell has waived find- 
ings by the Commission, and the Commission makes 
no findings with respect to any prior reports filed by 
Southern Bell with the Commission pursuant to the 
Act and Regulations. 


The Commission has determined that it is appropriate 
and in the public interest to accept the offer of 
Southern Bell to file said Report on Form 8-K. 
Il. 
ORDER 

In view of the foregoing, IT IS HEREBY ORDERED 
THAT Southern Bell file with the Commission a report 
on Form 8-K as attached hereto. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





ATTACHMENT 


As a result of the internal audits initiated by the Com- 
pany and previously reported on Form 8-K filed for the 
months of February 1975, December 1975 and October 
1976 and on Form 10-Q for the first, second and third 
quarters of 1975; and a private investigation by the Se- 
curities and Exchange Commission also previously re- 





1 Section 15(c)(4) of the Exchange Act provides in part 
that if the Commission finds after notice and 
opportunity for hearing that any person subject to the 
provisions of Section 12, 13 or subsection (d) of 
Section 15 of the Exchange Act or any Rule or 
Regulation thereunder has failed to comply with any 
provision, Rule or Regulation thereunder in any 
material respect, the Commission may publish its 
findings and issue an order requiring such person to 
comply with such provision, Rule or Regulation 
thereunder upon such terms and conditions and within 
such time as the Commission may specify in such 
order. 
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ported on Form 8-K filed for the month of March 1975 
and on Form 10-Q’s filed for the first, second and 
third quarters of 1975, the following facts are s 
forth: 


1. The Company classifies its executives and man- 
agers into seven categories or levels, level “seven” 
being the highest and level “one” being the lowest 
ranking. 


2. During the period prior to approximately 1963, 
certain level six Company executives stationed at the 
headquarters office in Atlanta engaged in a practice 
whereby they made voluntary periodic payments into a 
fund used to finance contributions to various candi- 
dates for local, state and federal office. 

3. Beginning in or about 1963, this practice was 
gradually expanded in that most fifth and higher level 
executives located in the Company’s various state of- 
fices were made aware of the practice and, in varying 
degrees, began to engage in similar activity. 


4. During the period from in or about 1963 to in or 
about 1973, a majority of fifth and higher level em- 
ployees assigned to operational activities’ were solic- 
ited to make payments by their supervisors or other 
Company employees. While not all such employees 
participated and others participated at different times 
or sporadically, the majority of such employees did 
participate on a routine basis. There was no threat of, 
job discrimination or financial reprisal to those wi 
did not participate. 


5. During this period and contrary to the Company’s 
policy, a comparatively small number of individuals in 
the state offices, upon being promoted to the fifth 
level, were informed by their supervisors that a certain 
amount of money had been included in their salary in- 
crease to cover political contributions at a specified 
level (usually $25 per month). Of the 104 individuals 
interviewed during the course of the Company’s inter- 
nal audit, 19 said that they were so informed. Of the 
54 individuals who testified by deposition of affidavit 
during the course of the Commission’s investigation, 
12 said that they were so informed. Some of these 
individuals also said that they were informed that ad- 
ditional money had been included in their salary to 
cover additional income tax liability. 


6. Upon receiving subsequent merit salary increases, 
some of the individuals aforementioned in paragraph 5 
were advised that additional amounts of money had 
been included for political contributions in their salary 
increase and they were requested to increase their 





1 Operational activities do not include legal ané 
accounting functions. 
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level of contributions to $50, $75 and ultimately $100 
_ per month. 


7. There was no variation in the salary paid by the 
Company to any employee based on whether or not, 
or the degree to which, the employee made political 
contributions, and all salary treatment was in 
accordance with the wage guidelines applicable to all 
management personnel. 


8. Contributions were received within each of the 
Company’s state offices by the vice-president and 
general manager in charge of the office or by a desig- 
nated subordinate. Funds from certain headquarters 
personnel were also received in the Company head- 
quarters office by various Company officials who 
changed from time to time. 


9. Money received at the Company headquarters of- 
fice was routinely distributed in cash to each of the 
state offices in the approximate ratio of Florida 35%, 
Georgia 25%, North Carolina 20% and South Carolina 
20%. The custodian of the contributions in each state 
added these monies to those received from employees 
within his own organization. Many of the contributors 
had only general knowledge of the use of the funds 
and, except for those employees assigned to public 
affairs responsibilities, had limited input as to which 
candidate received contributions. Occasionally, how- 
ever, where an employee elected to do so, he made 
contributions directly to candidates or specified the 
candidates to receive contributions. 


10. With certain exceptions, all contributions were 
received in cash, the funds were held in cash and all 
payments made to candidates were in the form of 
cash as Company officials understood was the gen- 
eral preference of candidates during the period. 


11. Only informal records of receipts, balances and 
disbursements relating to contributions were made, 
and such records as were made usually discarded at 
random intervals. 


12. In or about the fall of 1970, the president of the 
Company directed that a review be conducted to de- 
termine to what extent political contributions were 
being made by employees. The resulting report made 
to him sometime shortly thereafter indicated that 
state vice-presidents and general managers were of 
the opinion that some employees believed that their 
salaries had been adjusted because of their possible 
political contributions. No action was taken to inform 
employees or the state vice-presidents and general 
managers that salaries had not been so adjusted. 


13. As of approximately September, 1973, approxi- 
mately 70 Company employees in Florida, Georgia, 
North Carolina and South Carolina were making politi- 


cal contributions in the aggregate annual amount of 
approximately $40,000. 


14. Because of a change in Federal law pertaining to 
political contributions, and because of the Company’s 
policy to comply with the law the Company advised 
its supervisory employees in September, 1973 to dis- 
continue the practice. 


15. The Company’s principal executive officers in At- 
lanta were unaware of: (a) the identity of most of 
those making political contributions; (b) the amounts 
contributed by each; (c) the recipients of such contri- 
butions; or (d) the amounts each received. 


16. In the Company’s books and records, all monies 
paid to its employees as salaries were accounted for 
as such. 


17. If the contributions made to federal candidates 
were to be found to have been indirect, coerced 
political contributions by the Company, such contri- 
butions would have been illegal under Federal law. 
However, an investigation by the Department of Jus- 
tice and a federal grand jury proceeding, both encom- 
passing the matters here involved, have been termi- 
nated and, in the opinion of the Company’s counsel 
the contributions did not violate Federal law. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 14798/May 24, 1978 


NOTICE OF FILING OF PROPOSED RULE CHANGE 
BY THE OPTIONS CLEARING CORPORATION 


(File No. SR-OCC-78-1) 


The Options Clearing Corporation submitted on May 
15, 1978, a proposed rule change, pursuant to Rule 
19b-4 under the Securities Exchange Act of 1934, to 
increase its margin requirements for short positions in 
certain low-priced “spot month” options. 


Publication of the submission is expected to be made 
in the Federal Register during the week of May 29, 
1978, Interested persons are invited to submit written 
data, views and arguments concerning the submission 
within twenty-one days from the date of publication in 
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the Federal Register. Persons desiring to make written 
submissions should file six copies thereof with the 
Secretary of the Commission, Securities and Ex- 
change Commission, 500 North Capitol Street, 
Washington, D.C. 20549. Reference should be made 
to File No. SR-OCC-78-1. 


Copies of the submission, with accompanying ex- 
hibits, and of all written comments will be available 
for public inspection at the Securities and Exchange 
Commission’s Public Reference Room, 1100 L Street, 
N.W., Washington, D.C. Copies of the filing will also 
be available at the principal office of the above-men- 
tioned self-regulatory organization. 


For the Commission by the Division of Market Regula- 
tion, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT 1934 
Release No. 14799/May 24, 1978 


The Securities and Exchange Commission announced 
pursuant to Section 12(k) of the Securities Exchange 
Act of 1934 (“Exchange Act”) the single ten day sus- 
pension of exchange and over-the-counter trading for 
the period commencing at 4:30 p.m. (EDT) on May 24, 
1978 and terminating at midnight (EDT) on June 2, 
1978 of the securities of continental Mortgage In- 
vestors a Massachusetts corporation with principal 
executive offices located at 50 Federal Street, Boston, 
Massachusetts. 


On May 15, 1978, an Order was entered by the Bank- 
ruptcy Court in the U.S. District Court of Massachu- 
setts. 


On May 15, 1978, an Order was entered by the Bank- 
ruptcy Court in the U.S. District Court of Massachu- 
setts which: (1) terminated the good faith hearing of 
the debtor; (2) dismissed the debtors’ Chapter X Peti- 
tion as not being filed in good faith; and (3) directed 
that bankruptcy proceed. The Commission and other 
parties moved for a stay of the May 15th Order. After 
oral argument on May 23 the motion for a stay was 
denied. The Commission and others are scheduled to 
appear before the U.S. District Court in Massachu- 
setts with motions for a stay of the May 15th Order at 
9:30 a.m. on May 25, 1978. The Commission has sus- 
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pended trading in the securities of CMI for a single 
ten day period because of the presently uncertain na- 
ture of the company’s bankruptcy status. 


The Commission cautions broker-dealers, share- 
holders and prospective purchasers that they should 
carefully consider the foregoing information along 
with all other currently available information and any 
information subsequently issued by the company. 


Furthermore, brokers and dealers should be alert to 
the fact that, pursuant to Rule 15c2-11 under the Ex- 
change Act, at the termination of the trading suspen- 
sion no quotation may be entered unless and until 
they have strictly complied with all of the provisions 
of said rule. If any broker or dealer has any questions 
as to whether or not he has complied with said rule, 
he should not enter any quotation but immediately 
contact the staff of the Division of Enforcement in 
Washington, D.C. If any broker or dealer is uncertain 
as to what is required by Rule 15c2-11, he should re- 
frain from entering quotations relating to the secu- 
rities in question until such time as he has familiar- 
ized himself with said rule and is certain that all of its 
provisions have been met. If any broker or dealer 
enters any quotation which is in violation of said rule, 
the Commission will consider the need for prompt en- 
forcement action. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 14800/May 25, 1978 


In the Matter of Applications of the 

MIDWEST STOCK EXCHANGE, INCORPORATED 

For Unlisted Trading Privileges in Certain Securities 
File No. 7-4962 

Introduction 

On May 19, 1977, the Midwest Stock Exchange, 


Incorporated (“MSE”) filed applications, pursuant to 
Section 12(f)(1)(B) of the Securities Exchange Act of / 


1934 (the “Act”) and Rule 12f-1 thereunder, for \. 





i 


unlisted trading privileges in the common or capital 
stock of 910 companies, whose securities were listed 
and registered on the New York Stock Exchange, Inc. 
(“NYSE”), but not listed or admitted to unlisted 
trading privileges on the MSE.’ The initial 
applications of the MSE were not restricted in any 
manner and, if approved by the Commission, would 
have authorized the MSE to conduct trading in both 
round-lot and odd-lot amounts of the subject 
securities. 


Notice of the MSE applications, pursuant to Section 
12(f)(2) of the Act,“ was given by issuance of a 
Commission release and publication of that Release 
in the Federal Register.° Except for six issuers, no 
objections or requests for hearings were received with 
respect to the MSE applications for unlisted trading 
privileges in the subject securities from any interested 
persons, including issuers, shareholders, broker- 
dealers, the public or exchanges. Ludlow Corporation, 
one of the issuers, requested a hearing with respect to 
unlisted trading privileges in its securities and stated 
as grounds for its objection that “the grant of such 
privileges would be contrary to the requirements of 
Section 12(f)."4 The five other issuers did not 
specifically request hearings, but filed submissions 
which raised various objections to approval of MSE’s 





1The Commission release which gave notice of the 
MSE applications erroneously stated that the 
applications were for unlisted trading privileges in the 
common or capital stock of 912 companies. See note 
3 infra. The securities issued by a number of these 
910 companies are also listed and registered on other 
national securities exchanges. 


2Section 12(f)(2) states in part: 


“No application for unlisted trading 
privileges shall be approved unless the 
Commission finds, after notice and 
opportunity for hearing, that the extension 
of unlisted trading privileges pursuant to 
such application is consistent with the 
maintenance of fair and orderly markets 
and the protection of investors.” 


3Securities Exchange Act Release No. 13739 (July 12, 
1977); 42 Fed. Reg. 36582 (July 15, 1977). 


4Letter dated May 31, 1977, from Cyril V. Smith, Jr., 
counsel to Ludlow Corporation, to Division of Market 
Regulation. 


applications for unlisted trading privileges in their 
securities. 


By letter dated February 10, 1978, the MSE requested 
that the Commission consider, as separate issues, 
whether the MSE is entitled to (1) odd-lot trading 
privileges in the subject securities and (2) round-lot 
trading privileges in those securities.° By a 
subsequent communication dated May 16, 1978, the 
MSE also withdrew its application for unlisted trading 
privileges in the securities of those six issuers which 
had asserted objections to approval of MSE’s 
applications for unlisted trading privileges.” Finally, 





SThe other five issuers which raised objections to the 
MSE’s applications for unlisted trading privileges in 
their securities were: American Medicorp; Bearings, 
Inc.; Cincinnati Bell; Cyclops Corporation; and 
Fleming Companies, Inc. These issuers objected, in 
general, on grounds that unlisted trading by the MSE 
in their securities would not benefit their 
shareholders, and that dilution of existing trading in 
their securities would be detrimental to the 
maintenance of fair and orderly markets. 


Setter from Kenneth Rosenblum, Senior Vice 
President and General Counsel to the MSE, to Andrew 
Klein, Director of the Division of Market Regulation. 


7Mailgram from Sharon Guyett of the MSE staff to 
George Fitzsimmons, Secretary of the Commission. 
Although the MSE has now withdrawn its application 
with respect to these six securities, the Commission 
has nevertheless considered the objections raised by 
the issuers of these six securities. In the 
Commission’s view, these objections, whatever their 
merits, allege possible adverse effects of unlisted 
trading in round-lots to the maintenance of fair and 
orderly markets and protection of investors in these 
securities. These objections are not relevant to 
unlisted trading in odd-lots because, as discussed 
infra, a competitive environment that provides 
investors with various alternatives for odd-lot trading 
already exists and because odd-lots have trading 
characteristics which are quite distinct from unlisted 
trading in round-lots. Those trading characteristics 
include the pricing of odd-lot transactions in a rigidly 
structured manner which assures the protection of 
investors, including shareholders of the issuers which 
objected. 


The Commission also notes that Ludlow Corporation, 
the one issuer which had expressly requested a 
hearing with respect to application in its stock, 
withdrew its objection to the MSE application insofar 
as that application would authorize odd-lot trading of 
Ludlow common stock in an unlisted basis by the 
MSE. 
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since the date of the MSE’s original applications, 39 
of the initial 910 companies have merged with other 
NYSE-listed corporations or are no longer listed on 
the NYSE for other reasons. The MSE has also 
withdrawn its applications with respect to those 39 
securities and they are not subject to our action 
here. The Commission’s consideration here of 
MSE’s applications is limited to whether it should 
approve unlisted trading privileges in the securities of 
865 companies for odd-lot trading only and does not 
extend to round-lot trading in the subject securities, 
which will be addressed as a separate question. 


Characteristics of Odd-Lot Trading 


Since our consideration of MSE’s applications is now 
limited to unlisted trading privileges for odd-lots in 
865 companies, it is appropriate first to review the 
unique characteristics of odd-lot trading on national 
securities exchanges and in other securities markets. 


Odd-lot trading on all registered national securities 
exchanges is conducted, pursuant to exchange rules 
approved by the Commission, in a rigidly structured 
manner where the prices at which odd-lot transactions 
are executed are wholly dependent upon round-lot 
transaction prices in the securities in question, and 
odd-lot specialists or dealers exercise no discretion in 
determining these prices. 


For example, on the New York Stock Exchange, which 
is the primary market for each of the securities which 
are the subject of MSE’s applications, the assigned 
specialist in the subject security also functions as 
odd-lot dealer. NYSE Rule 124 provides that odd-lot 
orders shall be executed at the price of the next 
round-lot transaction in the subject security, plus or 
minus any differential’ which may be charged by the 
individual specialist. Odd-lot orders are executed 
automatically against the specialists’ odd-lot ac- 


counts through the Odd-Lot Automation System, 10 
which is operated by the Securities Industr 


exchanges provide for manual execution of odd-lot 
orders, also at a price determined by the next 
round-lot price in the primary market. 


On the MSE, odd-lot orders in dually-traded securities 
must be executed at the last sale price on the NYSE or 
Amex!2 in effect at the time the order is presented to 
the odd-lot dealer.13 The MSE’s decision to base the 
odd-lot price on /ast, rather than next, round-lot 
transaction prices enables brokers and their 
customers, particularly in less-actively traded 
securities, to obtain more rapid execution of odd-lot ' 
transactions on the MSE and, to some degree, to 
know in advance the price at which an odd-lot 
execution may be available. In this respect, the MSE’s 
rules are unique among the national securities 
exchanges. MSE rules also require MSE odd-lot 








8.etter dated March 31, 1978, from Dennis Bell of the 
MSE to Andrew Klein, Director of the Division of 
Market Regulation. 


2The differential is an amount (generally passed on to 
the customer) which (when buying) is added to, or 
(when selling) is subtracted from, the round-lot price 
upon which the odd-lot execution price is based. 
Section 6(e) of the Act has prohibited, since May 1, 
1976, any exchange from fixing odd-lot differential 
charges which must be charged by members. 
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10NYSE specialists acting as odd-lot dealers generally 
do not know, on a real time basis, the number of 
odd-lot orders or shares which they have executed, 
but instead receive reports whenever their cumulative 
odd-lot position exceeds parameters chosen by the 
specialist. 


11The Pacific Stock Exchange’s COMEX system also 
executes odd-lot orders in dually-traded issues 
automatically at a price determined by the next 
round-lot price in the primary market. The adoption by 
the NYSE and PSE of automated odd-lot execution 
systems, however, did not change the manner in 
which odd-lots were priced; the automated systems 
merely incorporated the pricing mechanisms previ- 
ously utilized. 


12Where the MSE has unlisted trading privileges in a 
security which is traded on both the NYSE and Amex, 
the MSE odd-lot dealer is required to execute an 
odd-lot for that security on the basis of the last sale 
price on the NYSE or the Amex, whichever sale 
occurred most recently. 


13MSE Art. XXI, Rule 10. MSE odd-lot dealers, like 
odd-lot dealers on other exchanges, have also 
continued, since May 1, 1976, to charge a differential 
when executing odd-lot orders on the MSE. 


14The MSE filed its current odd-lot execution 
procedures pursuant to Section 19(b)(1) of the Act and 
Rule 19b-4 thereunder; see File No. SR-MSE-77-7. The 
Commission’s staff reviewed the proposed proce- 
dures, found them to be consistent with the Act, 
particularly Section 6(b) thereof, and, pursuant to 
delegated authority, approved the MSE rules which 
set forth those procedures. 


” 


Automation Corporation on behalf of the NYSE.! \ f 
The American Stock Exchange and other regional 





dealers to accept all odd-lot orders in securities in 
3"° they are registered. 15 


Odd-lot trading in the NYSE-listed securities, which 
are the subject of MSE’s applications, does not occur 
exclusively on national securities exchanges. A 
number of broker-dealers currently offer customers 
odd-lot execution services, whereby the broker-dealer 
executes odd-lot orders as principal at the prevailing 
NYSE bid or offer.16 Although this trading does not 
occur on an exchange, it also is conducted in a 
structured manner, with the execution price of odd-lot 
orders determined by the underlying round-lot market 
in the subject security. 17 


Commission Findings 


Section 12(f)(2) of the Act provides that no application 
for unlisted trading privileges shall be approved 
unless the Commission finds that such application is 
“consistent with the maintenance of fair and orderly 
markets and the protection of investors.” The 
Commission finds that, in light of the characteristics 
of odd-lot trading described above, the extension to 
the MSE of unlisted odd-lot trading privileges in the 
865 securities listed in Exhibit A to this release to be 
consistent with the maintenance of fair and orderly 
markets and the protection of investors. 


Odd-lot trading on the MSE in securities which are 
Iso traded on the NYSE is conducted in a structured 


“&»nanner whereby all odd-lot orders in such securities 


must be executed at the last sale price on the NYSE 
(plus or minus any differential which may be charged) 
in effect at the time the order is presented to the MSE 
odd-lot dealer. Odd-lot trading in this prescribed 





15MSE Art. XXI, Rule 6. 


16We understand that a number of broker-dealers 
offer odd-lot execution services off-floor, including 
Merrill Lynch, Pierce, Fenner & Smith, Incorporated; 


Dean Witter and Reynolds & Co., Incorporated; Bache, 


Halsey Stuart Shields; and Pershing and Co. 


17See e.g., letter dated October 1, 1975 from Lee A. 
Pickard, then Director of the Division of Market 
Regulation, to Thomas B. Shearman, Vice President, 
Merrill Lynch, Pierce, Fenner and Smith, Incor- 
porated, concerning exemptions from the prohibitions 
of Rules 10a-1 and 10b-6 under the Act in connection 
with that firm’s plan to offer customers odd-lot 
execution services. 


18in support of its applications, the MSE has 
epresented that it will register a joint’ account of two 
qT: three of its current odd-lot dealer specialists to 
serve as odd-lot dealer in all of the subject securities. 


manner, pursuant to exchange rules which have been 
approved by the Commission, does not permit the 
odd-lot dealer to exercise any discretion in 
determining the price at which odd-lots are executed 
on the MSE. Because of the requirement that MSE 
odd-lot dealers accept all odd-lot orders, and because 
the MSE rules delineate the precise manner in which 
odd-lot orders must be executed, we believe that 
odd-lot trading in the subject securities is consistent 
with the maintenance of fair and orderly markets. 
These same requirements and rules also provide 
substantial protections for investors who may execute 
odd-lot orders in the subject securities on the MSE. 


The Commission finds that the availability of odd-lot 
execution services on the national securities 
exchanges and in other securities markets has already 
established a competitive environment that provides 
investors with various alternatives for odd-lot trading. 
In the Commission’s view, the initiation of odd-lot 
trading in the subject securities on the MSE will 
provide MSE members and their customers with an 
additional. market for the execution of odd-lot orders 
in these securities. Moreover, because of the unique 
structure of the MSE’s system for executing odd-lots 
on the last, rather than the next, round-lot 
transaction, the granting of MSE’s applications may 
provide some investors with more convenient and 
efficient execution of odd-lot orders in NYSE-listed 
securities. A careful review of these factors, as well as 
the general approach the MSE will employ, and the 
absence of any meaningful objections to the grant of 
unlisted odd-lot trading privileges in the securities 
which remain subject to our action here, satisfies the 
Commission that unlisted odd-lot trading on the MSE 
in the subject securities will foster fair competition 
among the various exchange and over-the-counter 
markets in those securities, as intended by Congress 
in enacting the 1975 Amendments. 


ACCORDINGLY, IT IS ORDERED, pursuant to Section 
12(f)(1)(B) of the Act, that the MSE applications for 





19sS¢ee, e.g., Section 11A(a)(1)(C) of the Act which 
states that 


“[i] is in the public interest and appropriate 
for the protection of investors and the 
maintenance of fair and orderly markets to 
assure * * * (i) fair competition among 
brokers and dealers, among exchange 
markets, and between exchange markets 
and markets other than exchange markets.” 
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unlisted odd-lot trading privileges in the securities 
listed in Exhibit A hereto be and hereby are granted. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





LIST OF COMPANIES WHOSE SECURITIES HAVE 
BEEN APPROVED FOR UNLISTED ODD-LOT TRAD- 
ING ON THE MIDWEST STOCK EXCHANGE INCORPO- 
RATED 


Amerace Corp. 

American Air Filter, Inc. 

American Dist. Telegraph Co. 

Ambac Industries, Inc. 

American Bakeries Co. 

A.B Dick Co. 

Airborne Freight Corp. 

American Ship Bldg. Co., Inc. 

American Bidg. Maintenance 

Albertsons, Inc. 

Armada Corp. 

Albany International Corp. 

Arkansas Best Corp. 

Arcata National Corp. 

ACF Industries, Inc. 

American Credit Corp. 

Alberto-Culver Co. 

American Distilling Co. 

Ames Department Stores 

Adams Drug Company, Inc. 

Allied Products Corp. DE. 

Applied Digital Data Systems Inc. 

American Dual Vest Fund 

Adams Express Co. 

Aileen Inc. 

Artic Enterprises, Inc. 

American Family Corp. 

American Finance System 
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Ansul Co. 

Allegheny Ludlum Ind. 
Alabama Gas Corp. 
American General Bond Fund, Inc. 
A G Edwards & Sons, Inc. 
Aquirre Co. 

Angelica Corp. 
Amalgamated Sugar Co. 
American General Convertible Securities 
H F Ahmanson & Co. 
American Hoist & Derrick 
Automation Ind. Inc. 
Alaska Interstate Co. 
Allen Group Inc. 

Adams Millis Corp. 

Allied Maintenance Corp. 
Allright Auto Park, Inc. 
Allied Stores Corp. 
Alexander’s, Inc. 

Amfac, Inc. 

Ametek, Inc. 

American Medical International, Inc. 
Amic Corp. 

Ameron, Inc. 
Acme—Cleveland Corp. 
Allied Supermarkets, Inc. 
Anixter Bros. Inc. 

APCO Oil Corp. 
Ampco—Pittsburgh Corp. 
Alpha Portland Ind., Inc. 
Air Products & Chemicals 
APL Corp. 

Applied Magnetics Corp. 
AR A Services, Inc. 
Anchor Hocking Corp. 
Armstrong Rubber Co. 
ARO Corp. 

Aristar Corp. 

American Sterilizer Co. 
Atlantic City Electric Co. 
Athlone Industries Inc. 
Amstar Corp. 

American Stores Co. 
Avery International Corp. 





American Water Works, Inc. 
Akzona, Inc. 

Anderson Clayton Co. 

Atlas Corp. 

Barnes Group, Inc. 

Bache Group, Inc. 

Basic, Inc. 

Beckman Instruments, Inc. 
Bates Manufacturing, Inc. 
Biue Bell, Inc. 

Barber Oil Corp. 

Bluebird, Inc. 

Bell Telephone Co. CANADA 
C.R. Bard, Inc. 

Beech Aircraft Corp. 

Burndy Corp. 

D.H. Baldwin Co. 

Best Products, Inc. 

Buffalo Forge Co. 

Bay State Gas Co. 

Briggs & Stratton Corp. 
Buttes Gas & Oil Co. 

Budget Industries, Inc. 
Bunker Hill Income Sec., Inc. 
Belding Heminway, Inc. 

Big Three Ind. Inc. 

John Blair & Co. 

Bank of N.Y., Inc. 

Beker Industries Corp. 

Baker International Corp. 
Bank of Virginia Co. 

Berkley Photo, Inc. 

Bliss & Laughlin Ind. 

Bemis, Inc. 

Ban Cal Tri-State Corp. 
Brown & Sharpe Manufacturing Co. 
Bundy Corp. 
Book-of-the-Month Club, Inc. 
Dutch Boy, Inc. 

Bormans, Inc. 

Brockway Glass Co., Inc. 
C.F. Braun & Co. 

Boston Edison Co. 
Beneficial Standard Mortgage Investors 


Bankers Trust New York Corp. 
The Brooklyn Union Gas Co. 
Bulova Watch Co., Inc. 
Brush Wellman, Inc. 
Brown Co. 
Bayuk Cigars, Inc. 
Conagra, Inc. 
Carolina Freight Carriers 
Conrac Corp. 
Coldwell Banker & Co. 
Cheesebrough Ponds, Inc. 
Cessna Aircraft Co. 
Cabot Co. 
Combined Communications 
Capital Cities Communications, Inc. 
CCI Corp. 
Carolina Clinchfield & Ohio Railway 
Chris Craft Industries, Inc. 
CECO Corp. 
Continental Copper & Steel Industries 
Cunningham Drug Stores, Inc. 
Cadence Industries Corp. 
Cordura Corp. 
Combustion Equipment Association, Inc. 
Central Louisiana Electric 
Centronics Data Computer Corp. 
Collins Foods International, Inc. 
Chase Convertible Fund of Boston 
Cascade Natural Gas Corp. 
Chicago Pneumatic Tool Co. 
Carriers & General Corp. 
Cutler Hammer, Inc. 
California Pacific Utilities Co. 
Chock Full O’Nuts Corp. 
Chicago Milwaukee Corp. 
Carter Hawley Hale Stores, Inc. 
Chemical New York Corp. 
Charter Corp. 
Church’s Fried Chicken 
Collins & Aikman Corp. 
Carling O’Keefe Ltd. 
Castle & Cooke, Inc. 
Clark Equipment Co. 
Crocker National Corp. 
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Clark Oil & Refining Corp. 
CLC America, Inc. 

Cole National Corp. 

Coleco Industries Corp. 

Cluett Peobody & Co., Inc. 
Clevepak Corp. 

Crum & Forster 

C MI Investment Corp. 
Callahan Mining Corp. 
Cincinnati Milacron, Inc. 
Charter New York Corp. 
Consolidated Freightways, Inc. 
Central Hudson Gas & Electric Corp. 
Crompton & Knowles Corp. 
Canal Randolph Corp. 
Columbus & Southern Ohio Electric Co. 
Cone Mills Corp. 

Congoleum Corp. 

Cooper Laboratories, Inc. 
Copperweld Corp. 

Cox Broadcasting Corp. 
Capital Holding Corp. 
Compugraphic Corp. 

Copeland Corp. 

Crane Co. 

Craig Corp. 

Creditthrift Financial, Inc. 


Chromalloy American Corp. 

Carpenter Technology Corp. 

Colonial Stores, Inc. 

The Chesapeake Corporation of Virginia 
Carlisle Corp. 


Cyprus Mines Corp. 
Central Soya Co., Inc. 
Cooper Tire & Rubber, Inc. 
Campbell Taggard, Inc. 
Central Main Power Co. 

C T S Corporation 

Centex Corp. 

Culbro Corp. 

Culligan International Co. 
Cummins Engine, Inc. 
Current Income Shares, Inc. 
Cowles Communications 
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Dexter Corp. 

Del Monte Corp. 

Dayco Corp. 

Dielbold, Inc. 

Drexel Bond-Debenture Trading Fund 
Dictaphone Corp. 

Dana Corp. 

Associated Dry Goods Corp. 
Data General Corp. 

Dayton Hudson Corp. 
Dillingham Corp. 

D. Giorgio Corp. 

Dow Jones & Co., Inc. 
Donaldson, Lufkin & Jenerette, Inc. 
Dillon Companies, Inc. 
Diversified Industries, Inc. 
Diamond M. Drilling Co. 

Dan River, Inc. 

Damon Corp. 

Dymo Industries, Inc. 

Dun & Bradstreet Co., Inc. 
Dorr Oliver, Inc. 

Dover Corp. 

Dayton Power & Light Co. 
Duquesne Light Co. 

Dravo Corp. 

Dreyfus Corp. 

De Soto, Inc. 

Dentsply International, Inc. 
Dorsey Corp. 

Dean Witter Organization, Inc. 
Transco Companies, Inc. 
Electronic Associates, Inc. 
Emery Air Freight Corp. 
Ennis Business Forms, Inc. 
Echlin Manufacturing Co. 
Jack Eckerd Corp. 

Empire District Electric Co. 
Electronic Data System Corp. 
E. F. Hutton Group, Inc. 
Equifax, Inc. 

Empire Gas Corp. 

Emery Industries, Inc. 
Excelsior Income Shares, Inc. 





Emhart Industries, Inc. 

Edison Brothers Stores, Inc. 
Eagle Picher Industries, Inc. 
Equimark Corp. 

Equitable Gas Co. 

Easco Corp. 

Esterline Corp. 

Esquire, Inc. 

E—Systems, Inc. 

Eltra Corp. 

Entex, Inc. 

Eastern Utilities Assoc. 
Envirotech Corp. 

Elixir Industries 

First National Boston Corp. 
Fibreboard Corp. 

Faberge, Inc. 

Frank B. Hall & Co., Inc. 
Federal Paper Board, Inc. 

First City Bancrop Texas 

Fabri Centers of America, Inc. 
Foote Cone & Belding Communications 
Facet Enterprices, Inc. 

Fidelity Union Ban Corporation 
Fidelity Financial Corp. 
Federal Corp. 

Financial Federation, Inc. 
Food Fair Stores, Inc. 

United States Fidelity & Guaranty Co. 
Fort Howard Paper Co. 

Fischer Foods, Inc. 

First International Bancshares, Inc. 
Fischbach & Moore, Inc. 
Florida East Coast Railway Co. 
Fieldcrest Mills, Inc. 

Florida Gas Company 

Flexi Van Corp. 

Florida Steel Corp. 

Filtrol Corporation 

Fairmont Foods Co. 

Federal Mogul Corp. 


First National State Ban Corporation 
Flintkote Co. 
Ferro Corporation 


The Foxboro Co. 
First Pennsylvania Corp. 
Farah Manufacturing, Inc. 
Frigitronics, Inc. 
Fisher Scientific Co. 
Financial Corp. of Santa Barbara 
Federal Signal Corp. 
Fort Dearborn Income Securities 
First Virginia Bankshares Corp. 
Foster Wheeler Corp. 
Far West Financial Corp. 
General American Investors Co. 
General American Oil Co. of Texas 
Gateway Industries, Inc. 
Gable Industries, Inc. 
Garfinckel, Brooks Bros. 

Miller & Rhoads, Inc. 
GCA Corp. 
Gannett Co., Inc. 
General Cinema Corp. 
Golden West Financial Corp. (DEL) 
Gemini Fund, Inc. 
Getty Oil Co. 
G F Business Equipment, Inc. 
Gibraltar Financial Corp. of California 
Gifford—Hill & Co., Inc. 
Green Giant Co. 
General Host Corp. 
Giddings & Lewis, Inc. 
Globe—Union, Inc. 
The Gleason Works 
Global Marine, Inc. 
General Medical Corp. 
Great Northern Nekoosa Corp. 
Gearhart—Owens Industries, Inc. 
Gordon Jewelry Corp. 
Genuine Parts Co. 
Giant Portland Cement Co. 
The Gap Stores, Inc. 
Gulf Resources & Chemical Corp. 
General Refactories Co. 
General Steel Industries, Inc. 
Genstar Ltd. 
The Gas Service Co. 
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General Signal Corp. 

Gulton Industries, Inc. 
Graniteville Co. 

Great Western United Corp. 
Hardees Food System, Inc. 
Handy & Harman 

Houston Natural Gas Corp. 
Hatteras Income Securities, Inc. 
Hayes Albion Corp. 
Hillenbrand Industries, Inc. 
Hoover Ball & Bearing Co. 
Harcourt, Brace Johanovich, Inc. 
Helene Curtis Industries, Inc. 
Phillip A. Hunt Chemical Corp. 
Hawaiian Electric, Inc. 

HMW Industries, Inc. 
Hemisphere Fund, Inc. 

Hecks, Inc. 

House of Fabrics, Inc. 
Hammermill Paper Co. 
Harte-Hanks Newspapers, Inc. 
Host International, Inc. 

Hecla Mining Co. 

Holly Sugar Corp. 

The Hanna Mining Co. 

Hanes Corp. 

Hobart Corp. 

Helmerich & Payne, Inc. 
Harnischfeger Corp. 

Harrah’s 

Harris Corp. 

Harsco Corporation 

Hershey Foods Corp. 
Houghton Mifflin Co. 
Humana, Inc. 

High Voltage Engineering Corp. 
Hackensack Water Co. 
Hewlett Packard Co. 

Huyck Corporation 

Hazeltine Corp. 

Horizon Corp. 

Itel Corp. 


Inspiration Consolidated Copper Co. 


Intercontinental Diversified Corp. 
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ICN Pharmaceuticals 

Income and Capital Shares, Inc. 
Ideal Toy Corp. 

Idaho Power Co. 

Ideal Basic Industries Inc. 

lowa Electric Light & Power Co. 
International Flavors & Fragrances, Inc. 
Indiana Gas Co. 

Ipco Hospital Supply Corp. 

Integon Corp. 

International Rectifier Corp. 
International Multifoods Corp. 

Inland Container Corp. 

Industrial National Corp. 

Interpace Corp. 

Inexco Oil Co. 

Interpublic Group of Companies, Inc. 
Questor Corp. 

Earl M. Jorgensen Co. 

The Japan Fund, Inc. 

Jostens, Inc. 

Jantzen, Inc. 

Jewelcor, Inc. 

Johnson Controls, Inc. 

E. F. Johnson Co. 

John Hancock Investors, Inc. 

John Hancock Income Securities Corp. 
Fred S. James & Co., Inc. 

Jonathan Logan, Inc. 

Jack Winter, Inc. 

J. Walter Thompson Co. 

Kaneb Services, Inc. 

Kawecki, Beryico Industries, Inc. 
Kaiser Cement & Gypsum Corp. 
King’s Department Stores, Inc. 
Keene Corp. 

Keller Industries, Inc. 

Keystone Consolidated Industries, Inc. 
Kroehler Manufacturing Co. 

Kansas Gas & Electric Co. 


Kerr Glass Manufacturing Corp. 
Kirsch Co. 

Kane-Miller Corp. 

Kennametal, Inc. 





Kansas-Nebraska Natural Gas, Inc. 
The Coca-Cola Bottling Co. of New York 
Koehring Co. 

Knight-Ridder Newspaper, Inc. 
Quaker State Oil Refining Corp. 
Kansas City Southern Industries, Inc. 
Katy Industries, Inc. 

Kentucky Utilities Co. 

Kellwood Company 

Kysor Industrial Corp. 

Lawter Chemicals, Inc. 

Liberty Corp. 

Long’s Drug Stores, Inc. 

Lees & Northrup Co. 

Lennar Corp. 

Leslie Fay, Inc. 

Leverage Fund of Boston, Inc. 

L F E Corporation 

Long Island Lighting Co. 

Liberty Loan Corp. 

Lamson & Sessions Co. 


Lincoln National Direct Placement Fund, Inc. 


Lomas & Nettleton Financial Corp. 
Lenox, Inc. 

Lane Bryant, Inc. 

Loctite Corp. 

Loral Corp. 


Lynch Communications System, Inc. 


Leesona Corp. 

M. Lowenstein & Sons, Inc. 
Leaseway Transportation Corp. 
Lukens Steel Co. 

Lubrizoll Corp. 

E. F. MacDonald Co. 
Madison Fund, Inc. 
MacAndrews and Forbes Co. 
Microwave Associates, Inc. 
Macke Co. 

Magic Chef, Inc. 

Maremont Corp. 

Masco Corp. 

Milton Bradley Co. 

MCA, Inc. 

Mesta Machine Co. 


Michigan Gas Utilities Co. 
Massmutual Corporate Investors, Inc. 
Mountain Fuel Supply Co. 
McDonnell Douglas Corp. 
Maryland Cup Corp. 
Montana Dakota Utilities Corp. 
Meredith Corp. 
M E 1 Corp. 
Munford, Inc. 
Mission Equities Corp. 
Melville Corp. 
Metromedia, Inc. 
McGraw Edison Co. 
Mobile Homes Industries, Inc. 
Malone & Hyde, Inc. 
Manhattan Industries, Inc. 
Moore McCormack Resources 
Mid-Continent Telephone Co. 
Mohasco Corp. 
Mirro Aluminum Co. 
Massmutual Income Investors, Inc. 
1.W. Mays, Inc. 
Marion Laboratories, Inc. 
Mary Kay Cosmetics, Inc. 
McLean Trucking Co. 
Midland Ross Corp. 
McLouth Steel Corp. 
Minnesota Gas Co. 
Marine Midland Banks, Inc. 
McNeil Corp. 
Monarch Machine Tool Co. 
The Mountain States Telephone & Telegraph Co. 
Missouri Public Service Co. 
Morrison Knudsen, Inc. 
G. C. Murphy Co. 
Morse Shoe, Inc. 
P. R. Mallory & Co., Inc. 
Mesa Petroleum Co. 
Mcintyre Mines Ltd. 
Mercantile Stores, Inc. 
Marathon Manufacturing Co. 
Montana Power Co. 
Montgomery Street Income Securities, Inc. 
Munsingwear, Inc. 
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Mutual of Omaha Interest Shares, Inc. 
Murphy Oil Corp. 

Mohawk Rubber Co. 

MBPXL Corp. 

Marley Co. 

Maytag Co. 

L. E. Myers Co. 

R. H. Macy & Co., Inc. 

Narco Scientific Industries, Inc. 
National Service Industries, Inc. 
National Detroit Corp. 

North American Coal Corp. 
National Chemsearch Corp. 

New England Gas & Electric Association 
New England Electric System 
National Fuel Gas Co. 

Norfolk & Western Railway Co. 
Niagara Share Corp. 

Newhall Land & Farming Co. 
National Medical Care, Inc. 
National Medical Enterprises, Inc. 


Northwestern Mutual Life Mortgage 


& Realty Investors 
National Mine Service Co. 
North American Philips Corp. 
National Presto Industries, Inc. 
Neptune International Corp. 
Southern Natural Resources, Inc. 
Norris Industries, Inc. 
Norlin Corp. 
Norton Co. 
National Starch & Chemical Corp. 
Nashua Corp. 
Northwestern Steel & Wire Co. 
Northern Telecom Limited 
National Aviation & Technology Corp. 
National City Lines, Inc. 


New England Telephone & Telegraph Co. 


National Tea Co. 
Nucor Corp. 

NVF Co. 

Nevada Power Co. 
Northwest Energy Co. 
Quanex Corp. 
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Owens Corning Fiberglass Corp. 
Oneida Ltd. 

Orange Co., Inc. 

OK C Corp. 

Olinkraft, Inc. 

Oakite Products, Inc. 

Oscar Mayer & Co., Inc. 

Omark Industries, Inc. 

Opelika Manufacturing Corp. 
Orange & Rockland Utilities, Inc. 
Overseas Shipholding Group, Inc. 
Overnite Transportation Co. 
Oxford Industries, Inc. 

Pacific Telephone & Telegraph Co. 
Pargas, Inc. 

Pacific American Incom Shares, Inc. 
Pamida, Inc. 

Pay Less Drug Stores Northwest, Inc. 
Peabody International Corp. 
Papercraft Corp. 

People Drug Stores. Inc. 

Penn Dixie Industries 

Peter Paul, Inc. 

Pittsburgh Forgings Co. 

Portland General Electric Co. 
Parker-Hannifin Corp. 

Pueblo International, Inc. 

PPG Industries, Inc. 

Pier 1 Imports 

Purolator, Inc. 

Parker Drilling Co. 

Playboy Enterprises, Inc. 
Planning Research Corp. 

Pacific Lighting Corp. 

Palm Beach Co. 

Pioneer Corp. 

Pneumo Corp. 

Public Service Co. of New Mexico 
Piedmont Natural Gas Co. 

Pope & Talbot, Inc. 

Patrick Petroleum Co. 
Pennsylvania Power & Light Co. 
Pacific Power & Light Co. 
Products Research & Chemical Corp. 





Premier Industrial Corp. 
Puerto Rican Cement Co., Inc. 
Proler International Corp. 

PSA Inc. 

Philadelphia Suburban Corp. 
Puget Sound Power & Light Co. 
Pennwalt Corp. 

Petrie Stores Corp. 

Pacific Tin Consolidated Corp. 
Petrolane, Inc. 

Publicker Industries, Inc. 
Phillips - Van Heusen Corp. 
Paine Webber, Inc. 

Reichhold Chemicals, Inc. 
Rite Aid Corp. 

A. H. Robins, Inc. 

Raybestos - Manhattan, Inc. 
Rubbermaid, Inc. 

Royal Crown Cola Co. 

Reece Corp. 

Richardson Co. 

Rowan Companies, Inc. 
Redman Industries, Inc. 
Reliance Electric Co. 

Republic Corp. 

Reliable Stores Corp. 


Republic Financial Services, Inc. 


Rio Grande Industries, Inc. 
Rochester Gas & Electric Corp. 
H. H. Robertson Co. 
Raymond International, Inc. 
Ranco, Inc. 

Rockower Brothers, Inc. 
Robertshaw Controls Co. 
Rohm & Haas Co. 

Rollins, Inc. 

Ronson Corp. 

Roper Corp. 

Rorer Amchem, inc. 
Rosario Resources Corp. 
Rapid American Corp. 
Republic of Texas Corp. 

R T E Corp. 

Rochester Telephone Corp. 


Russ Togs, Inc. 

Riegel Textile Corp. 

Revere Copper & Brass, Inc. 
Reserve Oil & Gas Co. 

Reeves Brothers, Inc. 

Rexham Corp. 

Richardson-Merrell, Inc. 

Sabine Corporation 

Santa Fe International Corp. 

St. Joseph Light & Power Co. 
Seligman & Latz, Inc. 

Savannah Electric & Power Co. 
Sterchi Bros. Stores, Inc. 

Storer Broadcasting Co. 

Standard Brands Paint Co. 

South Carolina Electric & Gas Co. 
Seaboard Coast Line Industries, Inc. 
Sheller Globe Corp. 

Stop and Shop Companies, Inc. 
Sherwin-Williams Co. 

Southern Indiana Gas & Electric Co. 
Sonesta International Hotels Corp. 
Smith International Corp. 
Simmons Co. 

South Jersey Industries, Inc. 

J. M. Smucker Co. 

San Juan Racing Association, Inc. 
Skil Corp. 

Skaggs Companies, Inc. 
Shakespheare Co. 

Southland Corp. 

Scot Lad Foods, Inc. 

Salant Corp. 

A. O. Smith Corp. 

Spring Mills, Inc. 

State Mutual Securities, Inc. 

Sea Containers, Inc. 


Scovill Manufacturing Co. 
SCA Services, Inc. 

L S Starrett & Co. 

San Diego Gas & Electric Co. 
Standard Pressed Steel Co. 
Sterndent Corp. 

Scudder Duo-Vest, Inc. 
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Southdown, Inc. 

SEDCO, Inc. 

Spartan Food Systems, Inc. 
Safeguard Industries, Inc. 
Scott Foresman & Co. 

F. M. Schaefer Corp. 

SAGA Corp. 

Supermarkets General Corp. 
Shapell Industries, Inc. 
Scotty’s Inc. 

Shearson, Hayden Stone, Inc. 


Southern New England Telephone Co. 


Sperry & Hutchinson Co. 

Swank, Inc. 

Sun Chemical Corp. 

Scoa Industries, Inc. 

Superior Oil Co. 

Service Corp. International 

SOO Line Railroad Co. 

SOS Consolidated, Inc. 

Simmons Precision Products, Inc. 
Sparton Corp. 


Standard & Poor’s Cap. Intercapital 


Income Securities 
Suburban Propane Gas Corp. 
St. Paul Securities, Inc. 
Southeastern Public Service Co. 
Sealed Power Corp. 
Southern Railway Co. 
Southland Royalty Co. 
Sierra Pacific Power Co. 
Stride Rite Corp. 
Sunshine Mining Co. 
Superscope, Inc. 

Smith’s Transfer Corp. 

A. E. Staley Mfg. Co. 
Southeast Banking Corp. 
Stauffer Chemical Co. 
Storage Technology Corp. 
J. P. Stevens & Co., Inc. 
Stone Container Corp. 
Standard Prudential Corp. 
Sucrest Corp. 

Southern Union Co. 
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Savin Business Machine Co. 
Seagrave Corp. 

Servomation Corp. 
Sav-on-Drugs, Inc. 
Sav-a-Stop, Inc. 

Super Valu Stores, Inc. 

Stone & Webster, Inc. 
Southwest Bancshares, Inc. 
Southwest Forest Industries, Inc. 
Stanley Works 

Suave Shoe Corp. 

Standex International Corp. 
Sycor, Inc. 

Systron-Donner Corp. 
Tandycrafts, Inc. 

Talley Industries, Inc. 

Tandy Corp. 

Tappan Co. 

Tobin Packing, Inc. 

Texas Commerce Bancshares, Inc. 
Transcon Lines 

Techicon Corp. 

Telecor, Inc. 

Technicare Corp. 

Texas International Co. 

Taft Broadcasting Co. 
Transohio Financial Corp. 
Thrifty Corporation 

T. |. Corp. of California 
Thomas Industries, Inc. 
Tishman Realty & Construction Co. 
Technicolor, Inc. 

Tonka Corp. 

Time, Inc. 

Talcott National Corp. 

Times Mirror Co. 

Tidewater Marine Service, Inc. 
Thomas & Betts Corp. 

Todd Shipyards Corp. 
Tropicana Products, Inc. 
Triangle Pacific Corp. 

Texas Pacific Land Trust Sub-Share Ctfs. 
Tootsie Roll Industries, Inc. 
T.R.E. Corp. 





Triangle Industries, Inc. 
Trinity Industries, Inc. 
Tracor, Inc. 

Tesoro Petroleum Corp. 
Trans Union Corp. 

Texel Industries, Inc. 
Texas Oil & Gas Corp. 
Tyco Laboratories, Inc. 
Tyler Corp. 

United Inns, Inc. 

United States Tobacco Co. 
Union Commerce Corp. 
Union Corp. 

U. S. Home Corp. 
Universal Foods Corp. 
United Financial Corp. of California 


United States & Foreign Securities Corp. 


United Guaranty Corp. 
U.G.I. Corp. 

United Industrial Corp. 
Uslife Income Fund, Inc. 
United Illuminating Co. 
United Jerseys Banks 
United Merchants Manufacturers, Inc. 
Union Bancorp, Inc. 
UNARCO Industries, Inc. 
United Park City Mines Co. 
UARCO, Inc. 

United Refining Co. 


United States Leasing International, Inc. 


United States Shoe Corp. 
Utah Power & Light Co. 
Unitrode Corp. 

Universal Leaf Tobacco Co., Inc. 
UNIVAR Corp. 

The Seagrams Co., Ltd. 
VENDO Co. 

Vestaur, Inc. 

VETCO, Inc. 

V F Corp. 

Valley Industries, Inc. 
VIACOM International Inc. 
Venice Industries, Inc. 
Vulcan Materials Co. 


VARO, Inc. 

V S1 Corp. 

Warner Co. 

Wachovia Corp. 

Ward Foods, Inc. 

Woods Corp. 

Weyenberg Shoe Manufacturing Co. 
Wallace Business Forms 

Wells Fargo & Co. 

Wisconsin Gas Co. 

Washington Gas & Light Co. 
Waste Management, Inc. 
Wheeling Pittsburgh Steel Corp. 
Wean United, Inc. 

Wieboldt Stores, Inc. 

Winn Dixie Stores, Inc. 

Witco Chemical Corp. 
Watkins-Johnson Co. 

Wayne Gossard Corp. 

Wheeling & Lake Erie Railway Co. 
Wallace Murray Co. 

Weis Markets, Inc. 

Wylain, Inc. 


Washington National Corp. 
World Airways, Inc. 

Wilshire Oil Co. of Texas 
Woods Petroleum Corp. 
WOMETCO Enterprises, Inc. 
Western Publishing, Inc. 
Western Pacific Industries, Inc. 


West Point Pepperell, Inc. 
WARNACO, Inc. 

Warner & Swasey Co. 

Wal Mart Stores, Inc. 

The Western Co. of North America 
Washington Steel Corp. 
Westcoast Transmission, Ltd. 
Whiting Corp. 

Wurlitzer Co. 

Washington Water Power Co. 
Wolverine World Wide, Inc. 
Ex-Cell-O Corp. 

XTRA Inc. 

Allegheny Corp. 
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Yates Industries, Inc. 
Zale Corp. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 14801/May 25, 1978 


NOTICE OF FILING OF PROPOSED RULE CHANGE 
BY THE OPTIONS CLEARING CORPORATION 


(File No. SR-OCC-78-2) 


The Options Clearing Corporation (“OCC”) submitted 
on May 15, 1978, a proposed rule change, pursuant to 
Rule 19b-4 under the Securities Exchange Act of 1934 
revising the method in which the variable portion of 
OCC’s clearing fund is determined. The revision would 
base the calculation on open interest value, rather 
than open interest, and provide for recalculation on a 
monthly rather than a quarterly basis. 


Publication of the submission is expected to be made 
in the Federal Register during the week of May 29, 
1978. Interested persons are invited to submit written 
data, views and arguments concerning the submission 
within twenty-one days from the date of publication in 
the Federal Register. Persons desiring to make written 
submissions should file six copies thereof with the 
Secretary of the Commission, Securities and 
Exchange Commission, 500 North Capitol Street, 
Washington, D.C. 20549. Reference should be made 
to File No. SR-OCC-78-2. 


Copies of the submission, with accompanying 
exhibits, and of all written comments will be available 
for public inspection at the Securities and Exchange 
Commission’s Public Reference Room, 1100 L Street, 
N.W., Washington, D.C. Copies of the filing will also 


be available at the principal office of 
above-mentioned self-regulatory organization. 


the 


For the Commission by the Division of Market 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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SECURITIES EXCHANGE ACT OF 1934 
Release No. 14802/May 25, 1978 


NOTICE OF EFFECTIVENESS OF A PROPOSED RULE 
CHANGE BY THE DEPOSITORY TRUST COMPANY 


(File No. SR-DTC-78-7) 


The Depository Trust Company submitted on April 27, 
1978, a proposed rule change amending its fee 
schedule. 


The foregoing rule change has become effective 
pursuant to Section 19(b)(3)(A) of the Securities 
Exchange Act of 1934 and Rule 19b-4 thereunder. At 
any time within sixty days of the filing of such 
proposed rule change, the Commission may 
summarily abrogate the rule change if it appears to 
the Commission that such action is necessary or 
appropriate in the public interest, for the protection of 
investors, or otherwise in furtherance of the purposes 
of the Securities Exchange Act of 1934. 


Publication of the submission is expected to be made 
in the Federal Register during the week of May 29, 
1978. Interested persons are invited to submit written 
data, views and arguments concerning the submission / 
within twenty-one days from the date of publication in * 
the Federal Register. Persons desiring to make written 
submissions should file six copies thereof with the 
Secretary of the Commission, Securities and 
Exchange Commission, 500 North Capitol Street, 
Washington, D.C. 20549. Reference should be made 
to File No. SR-DTC-78-7. 


Copies of the submission, with accompanying 
exhibits, and of all written comments will be available 
for public inspection at the Securities and Exchange 
Commission’s Public Reference Room, 1100 L Street, 
N.W., Washington, D.C. Copies of the filing will also 
be available at the principal office of the 
above-mentioned self-regulatory organization. 


For the Commission by the Division of Market 


Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 20550/May 19, 1978 


In the Matter of 


GENERAL PUBLIC UTILITIES CORPORATION 


GPU SERVICE CORPORATION 
Parsippany, New Jersey 


(70-6151) 


ORDER AUTHORIZING GUARANTY OF NOTES OF 
SUBSIDIARY SERVICE COMPANY 


General Public Utilities Corporation (“GPU”), a 
registered holding company, and its subsidiary 
_ service company GPU Service Corporation (“Service 
>Jompany”) have filed with this Commission a 
declaration and an amendment thereto pursuant to 
Sections 6(a), 7 and 12 of the Public Utility Holding 
Company Act of 1935 (“Act”) regarding the following 
proposed transactions. 


Service Company and GPU request authorization for 
(1) Service Company to issue notes aggregating 
$13,000,000 through December 31, 1979; and (2) GPU 
to guarantee the payment of principal and interest on 
such borrowings. Of such amount $8,000,000 would 
be borrowed from Hartford National Bank Trust 
Company (“Hartford”) and $5,000,000 from Citibank, 
N.A., pursuant to informal lines of credit. Although 
no commitments or agreements have been made, it is 
anticipated that (except with respect to the first 
$2,000,000 borrowed from Hartford) each such 
borrowing would bear interest at 105% of the prime 
interest rate of the banks for commercial borrowings 
in effect from time to time. Service Company would 
have the right to prepay the indebtedness, at any time 
in whole or in part, without penalty, and would not be 
required to maintain any compensating balance with 
respect to the borrowings. Concerning the first 
$2,000,000 to be borrowed from Hartford, the interest 
rate would be fixed at 82%, and a commitment fee of 
Ye of 1% of the initial $2,000,000 of borrowings is 
required, except that such fee would be refunded if 
service Company borrows the $2,000,000 prior to June 
notes evidencing borrowings in 


connection with this proposal 
December 31, 1979. 


would mature 


Service Company proposes to use the proceeds to 
finance the construction and partial completion of a 
125,000 square foot office building which Service 
Company proposes to erect on a tract of 
approximately 25 acres, in Parsippany, New Jersey. 
Such building would be used as a headquarters and 
will provide office space for about 450 Service 
Company personnel. It is estimated that construction 
of the building will require approximately 14 months 
to complete and that the aggregate cost will be about 
$15,300,000. (As of March 31, 1978, approximately 
$2,700,000 had been expended, principally for land 
acquisition and architectural and engineering 
services.) Service Company anticipates that it will 
seek long-term financing at or before the time of 
completion of the proposed office building. 


The fees and expenses to be incurred in connection 
with the proposed transaction are estimated at $6,500, 
including legal fees of $4,000. No state commission 
and no federal commission, other than this 
Commission, has jurisdiction over the proposed 
transactions. 


Due notice of the filing of said declaration has been 
given in the manner prescribed in Rule 23 
promulgated under the Act (HCAR No. 20513), and no 
hearing has been requested of or ordered by the 
Commission. Upon the basis of the facts in the 
record, it is hereby found that the applicable 
standards of the Act and the rules thereunder are 
satisfied and that no adverse findings are necessary; 
and that it is appropriate in the public interest and in 
the interest of investors and consumers that said 
declaration, as amended, be permitted to become 
effective: 


IT IS ORDERED, pursuant to the applicable provisions 
of the Act and rules thereunder, that said declaration, 
as amended, be, and it hereby is, permitted to 
become effective forthwith, subject to the terms and 
conditions prescribed in Rule 24 promulgated under 
the Act. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 20551/May 19, 1978 


In the Matter of 


MIDDLE SOUTH UTILITIES, INC. 
225 Baronne Street 
New Orleans, Louisiana 70112 


(70-6164) 


NOTICE OF PROPOSAL TO ENTER INTO A 
REVOLVING CREDIT AGREEMENT WITH BANKS 


NOTICE IS HEREBY GIVEN that Middle South Utilities 
NOTICE IS HEREBY GIVEN that Middle South 
Utilities, Inc. (“Middle South”), a registered holding 
company, has filed an application-declaration with 


Name of Bank 


Manufacturers Hanover Trust Company 

The First National Bank of Chicago 

Bank of America National Trust and 
Savings Association 

Continental Illinois National Bank 
and Trust Company of Chicago 

The First National Bank of Boston 

The Northern Trust Company 

Irving Trust Company 

Morgan Guaranty Trust Company 
Of New York 

North Carolina National Bank 

First Pennsylvania Bank, N.A. 

The Fidelity Bank 

Crocker National Bank 

Hartford National Bank and Trust 
Company 
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this Commission pursuant to the Public Utility 
Holding Company Act of 1935 (“Act’’), designating 


Sections 6(a) and 7 of the Act and Rule 50(a)(2yg? 


promulgated thereunder as applicable to the proposed 
transaction. All interested persons are referred to the 
application-declaration, which is summarized below, 
for a complete statement of the proposed transaction. 


Middle South proposes to enter into a $174.8 million 
revolving credit agreement (‘‘credit agreement’’) 
providing for the issuance and sale by Middle South 
of its unsecured short-term promissory notes to a 
group of commercial banks headed by Manufacturers 
Hanover Trust Company (“MHTC’”). 


Under the terms of the credit agreement, Middle 
South may borrow and reborrow until June 29, 1979 
up to an aggregate principal amount of $174.8 million 
outstanding at any one time, to be evidenced by its 
unsecured promissory notes payable on June 29, 1979 
(“notes”). The notes will be issued to the participating 
banks to the extent of their respective participations 
(collectively, the “commitments”) as follows: 


: uta iras 
Maximum Principal \_ 
Amount to be 
Borrowed 


Designation 





$ 49,040,000 
28,000,000 


20,000,000 


16,000,000 
12,000,000 
8,880,000 
8,880,000 


8,000,000 
8,000,000 
4,000,000 
4,000,000 
4,000,000 


> PPrPPWr WPWBHD WD PFW 


4,000,000 





$174,800,000 / 


= 








Each borrowings and each payment by Middle South 


«Will be pro rata among the participating banks 


~*~ 


iccording to their respective original commitments, 
ith appropriate adjustment for the interest rate 
differentials. 


The notes issued to those banks designated as A 
Banks in the credit agreement will hear interest from 
the date thereof on their unpaid principal amount at a 
rate per annum equal to the commercial loan rate of 
MHTC from time to time in effect on borrowings 
having a 90-day maturity by its most responsible and 
substantial domestic corporate borrowers; and the 
notes issued to those banks designated as B Banks in 
the credit agreement will bear interest from the date 
thereof on their unpaid principal amount at a rate per 
annum equal to 110% of the MHTC rate. Interest on 
the notes will be payable quarterly on the last 
business day of each September, December, March 
and June, commencing September 29, 1978, or upon 
payment of the unpaid principal amount thereof. 


Middle South will agree to apy to each participating 
bank a commitment fee for the period from June 29, 
1978, to and including June 29, 1979 (or any earlier 
date or termination of the commitments) computed at 
the rate of % of 1% per annum on the average daily 
unused portion of the commitments in effect during 
the period for which payment is made. Such 
~commitment fee will be payable to each participating 


dank quarterly on the last business day of each 
September, December, March and June, commencing 
September 29, 1978, and on the date upon which 
Middle South shall terminate the commitments. 


Based upon an MHTC rate of 8% per annum, the 
weighted average interest cost of the proposed 
borrowings to be outstanding from the A Banks, 
assuming balances of 10% on the borrowings from 
the A banks, would be 8.89% per annum, and the 
weighted average interest cost of the proposed 
borrowings to be outstanding from the B Banks would 
be 8.80% per annum. 


Middle South presently intends to repay the notes out 
of the proceeds of the sale of additional shares of its 
common stock. The notes will be prepayable at any 
time on two business days’ notice in whole or in part 
without premium. Middle South shall have the right at 
any time on three business days’ notice to the partici- 
pating banks to terminate or, from time to time, to 
red':ce the commitments, at which time it will prepay 
the notes and accrued interest thereon to the extent 
that the aggregate principal amount thereof then 
exceeds the commitments. 


. The initial borrowing under the credit agreement will 
ye used for the payment of short-term notes issued by 


<i» Middle South to MHTC and various commercial banks 


under an existing credit agreement dated as of June 
30, 1977, which borrowings were approved by this 
Commission on June 15, 1977 (HCAR No. 20074). As 
of February 28, 1978, such notes payable amounted to 
$35 million, and it is estimated that at the time the 
initial borrowing is made under the credit agreement 
such notes payable will amount to approximately $87 
million. The proceeds of the borrowings under the 
existing credit agreement were, or will have been, 
utilized by Middle South to purchase, at various 
times, the common stocks of certain of its subsidiary 
companies. 


Subsequent borrowings under the credit agreement 
will be used by Middle South to purchase additional 
common stock of its subsidiaries. The issuance and 
acquisition of such common stock will be the subject 
of separate filings with this Commission by Middle 
South and the appropriate subsidiary, and these 
filings will set forth the purpose or purposes toward 
which the proceeds derived from the sale of such 
common stock will be used. 


It is stated that no special or separate fees, commis- 
sions or expenses are anticipated in connection with 
the proposed transactions. It is further stated that no 
state commission and no federal commission, other 
than this Commission, has jurisdiction over the 
proposed transaction. 


NOTICE IF FURTHER GIVEN that any interested 
person may, not later than June 14, 1978, request in 
writing that a hearing be held on such matter, stating 
the nature of his interest, the reasons for such 
request, and the issues of fact or law raised by the 
filing which he desires to controvert; or he may 
request that he be notified if the Commission should 
order a hearing thereon. Any such request should be 
addressed: Secretary, Securities and Exchange 
Commission, Washington, D.C. 20549. A copy of 
such request should be served personally or by mail 
upon the applicants-declarants at the above-stated 
address, and proof of service (by affidavit or, in case 
of an attorney at law, by certificate) should be filed 
with the request. At any time after said date, the 
application-declaration, as filed or as it may be 
amended, may be granted and permitted to become 
effective as provided in Rule 23 of the General Rules 
and Regulations promulgated under the Act, or the 
Commission may grant exemption from such rules as 
provided in Rule 20(a) and 100 thereof or take such 
other action as it may deem appropriate. Persons who 
request a hearing or advice as to whether a hearing is 
ordered will receive any notices or orders issued in 
this matter, including the date of the hearing (if 
ordered) and any postponements thereof. 
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For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 


PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 20552/May 19, 1978 


In the Matter of 


NORTHEAST UTILITIES 
Springfield, Massachusetts 


(70-6134) 


ORDER AUTHORIZING AMENDMENT OF DECLARA- 
TION OF TRUST 


Northeast Utilities (“Northeast”), a registered holding 
company, has filed a declaration and amendments 
thereto with this Commission pursuant to Sections 
6(a), 7, and 12(e) of the Public Utility Holding Company 
Act of 1935 (“Act”) and Rule 62 promulgated there- 
under regarding the following proposed transactions. 


Northeast proposes to amend its Declaration of Trust 
changing the date of the Annual Meeting of the Share- 
holders. The Declaration of Trust now provides that 
the Annual Meeting of the Shareholders shall be held 
in the months of March or April. The proposed 
amendment will change the month in which such 
Annual Meeting may be held to the months of April, 
May, or June. It is stated that the proposed amend- 
ment will permit management to continue enclosing 
proxy statements with the mailing of the Annual 
Report and to maintain traditional mailing cost 
savings resulting from this practice, while extending 
the period for return of proxies. 


Northeast also intends to establish, through its sub- 
sidiary Northeast Utilities Service Company, (NUSCO), 
an employee stock ownership plan and trust 
(“TRAESOP”), to be funded, in whole or in part, with 
authorized but unissued common shares of the 
company. The purpose of such plan is to provide 
eligible employees with ownership of Northeast’s 
common shares through additional investment tax 
credits allowed to Northeast and affiliated companies 
pursuant to the Internal Revenue Code of 1954, as 
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amended. Northeast may fund the TRAESOP by virtue 
of cash contributions or by the issuance of it 
authorized but unissued common shares. However, id 
long as the market price of the company’s commonm® 
shares remains below the per share book value of 
those shares, the TRAESOP may not be funded 
through the issuance of authorized but unissued 
common shares but must be funded entirely through 
the contribution of cash and the purchase by the 
trustee of the TRAESOP of common shares of the 
company on the open market. It is stated that at such 
time as Northeast is able to fund the TRAESOP 
through the issuance of authorized but unissued 
shares, the company will file an additional declaration 
pursuant to the Act describing the issuance of such 
shares. 


In connection with its annual meeting which was held 
on April 25, 1978, Northeast solicited proxies seeking 
the affirmative vote of shareholders with respect to 
the above-described amendment to the Declaration of 
Trust and the creation of the TRAESOP through the 
use of solicitation material. Authorization of the 
solicitation was granted by order of this Commission 
dated March 20, 1978 (HCAR No. 20456). At the 
annual meeting held on April 25, 1978, the amend- 
ment to the Declaration of Trust was approved by a 
vote of more than two-thirds of the common shares 
outstanding and the TRAESOP was approved by 


vote of a majority of the common shares outmaniny 


No state or federal commission, other than this 
Commission, has jurisdiction over the transactions. 
The fees and expenses being incurred in connection 
with the proposed transactions are estimated at 
$26,000. 


Due notice of the filing of said declaration has been 
given in the manner prescribed in Rule 23 
promulgated under the Act (HCAR No. 20456), and no 
hearing has been requested of or ordered by the 
Commission. Upon the basis of the facts in the 
record, it is hereby found that the applicable 
standards of the Act and the rules thereunder are 
satisfied and that no adverse findings are necessary; 
and that it is appropriate in the public interest and in 
the interest of investors and consumers that said 
declaration, as amended, be permitted to become 
effective: 


IT IS ORDERED, pursuant to the applicable provisions 
of the Act and rules thereunder, that said declaration, 


as amended, be, and it hereby is, permitted to 
become effective forthwith, subject to the terms and 
conditions prescribed in Rule 24 promulgated und/ 
the Act. 


= 





“4 


For the Commission, by the Division of Corporate 
. Regulation, pursuant to delegated authority. 


> 


~ 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 20553/May 23, 1978 


In the Matter of 


OHIO POWER COMPANY 
Canton, Ohio 


(70-5886) 


ORDER AUTHORIZING TRANSACTION CON- 
CERNING POLLUTION CONTROL FACILITIES 


Ohio Power Company (“Ohio Power”), an electric 
utility subsidiary company of American Electric Power 
Company, Inc., a registered holding company, has 

«filed with this Commission post-effective amend- 
ments to its application-declaration previously filed 
and amended in this matter pursuant to Sections 9(a), 
10 and 12(d) of the Public Utility Holding Company 
Act of 1935 (“Act”) and Rule 44(b)(3) promulgated 
thereunder concerning the following proposed trans- 
action. 


By order dated August 31, 1976 (HCAR No. 19663), 
Ohio Power was authorized to enter into an agreement 
of sale (“Agreement”) with Marshall County, West 
Virginia (“County’’) concerning the financing of 
pollution control facilities (‘Facilities’) at Ohio 
Power’s Mitchel Plant. Under the Agreement the 
County is to issue and sell its tax-exempt Revenue 
Bonds (“Bonds”), in one or more series, the proceeds 
from which sale will finance the cost of the Facilities. 
The proceeds from the sale of the Bonds are to be 
deposited with a trustee pursuant to the indenture 
securing the Bonds and applied to the payment of the 
cost of construction of the Facilities. Ohio Power 
conveyed to the County the equipment previously 
constructed related to the Facilities, subject to the 
lien of its first mortgage. The Agreement provides for 
the sale of the Facilities to Ohio Power, the payment 
by Ohio Power of the purchase price of the Facilities 
in semi-annual installments over a term of years and 
the assignment and pledge to the trustee of the 
~*County’s interest in, and monies receivable by, the 
J Sounty under the Agreement. 


The Agreement also provides that each installment of 
the purchase price of the Facilities by Ohio Power will 
be in such an amount (together with other monies 
held by the trustee for that purpose) as will enable the 
County to pay, when due: (i) the interest on the 
Bonds; (ii) the principal amount of the Bonds payable 
at the time of their respective stated maturities; and 
(iii) all amounts payable in connection with any 
mandatory redemption of the Bonds. Ohio Power may 
prepay the purchase price of the Facilities (i) by 
paying, under certain conditions, amounts sufficient 
to redeem all Bonds then outstanding and all other 
amounts payable under the indenture, or (ii) at any 
time by depositing in the indenture’s bonds fund or 
delivering to the trustee amounts sufficient to provide 
for the release of the indenture. 


By post-effective amendments filed in this proceeding 
it is stated that the County proposes to issue and sell 
up to $35,000,000 of Bonds (“Series B Bonds”) in 
addition to the $50,000,000 of Bonds previously 
issued and sold (“Series A Bonds”). The Series B 
Bonds will be issued pursuant to the indenture and a 
first supplemental indenture, which will provide that 
the proceeds from the sale will be deposited by the 
County with the Trustee and applied to payment of the 
cost of construction of the Facilities, including 
reimbursement of Ohio Power for amourits it has 
previously expended to pay the cost of construction. 
Proceeds received by Ohio Power in reimbursement 
are to be applied to the payment of its unsecured 
short-term debt, which was $40,655,000 as of March 
30, 1978, and is anticipated to be not in excess of 
$60,000,000 at the time. of sale of the Series B Bonds. 


It is contemplated that the Series B Bonds will be sold 
by the County pursuant to arrangements with a group 
of underwriters represented by Blyth Eastman Dillon & 
Co., Inc., and Wheat, First Securities, Inc., at a price 
of 98.16% of their principal amount and resold to the 
public at 100% of their principal amount. The Series B 
Bonds will mature on June 1, 2008, will bear interest 
semi-annually at a rate of 7.25%, will be subject to 
mandatory redemption under circumstances specified 
in the supplemental indenture, will be subject to a 
sinking fund provision calling for the retirement of 
$1,165,000 principal amount on June 1 of each year 
from 1999 through 2007 and will be on a parity with 
and secured in the same manner as the Series A 
Bonds. 


The Public Utilities Commission of Ohio has 
authorized the proposed transaction. No other state 
commission and no federal commission, other than 
this Commission, has jurisdiction over the proposed 
transaction. The fees and expense to be incurred in 
connection with the proposed transaction are 
estimated at $40,000, including legal fees of $30,000. 
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Upon the basis of the facts in the record, it is hereby 
found that the applicable standards of the Act and the 
rules thereunder are satisfied and that no adverse 
findings are necessary; and that it is appropriate in 
the public interest and in the interest of investors and 
consumers that said application-declaration, as 
amended by said post-effective amendment, be 
granted and permitted to become effective: 


IT 1S ORDERED, pursuant to the applicable provisions 
of the Act and rules thereunder, that said application- 
declaration, as amended by said post-effective 
amendments, be, and it hereby is, granted and 
permitted to become effective forthwith, subject to 
the terms and conditions prescribed in Rule 24 
promulgated under the Act. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 


PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 20554/May 24, 1978 


In the Matter of 
AMERICAN ELECTRIC POWER COMPANY, INC. 


AMERICAN ELECTRIC POWER SERVICE CORPORA- 
TION 

2 Broadway 

New York, New York 10004 


(70-6168) 


NOTICE OF PROPOSED ISSUANCE OF NOTE AND 
PROCUREMENT OF LETTERS OF CREDIT OR 
SURETY BONDS BY SERVICE COMPANY IN 
CONNECTION WITH CASUALTY INSURANCE PRO- 
GRAM 


NOTICE IS HEREBY GIVEN that American Electric 
Power Company, Inc. (“AEP”), a registered holding 
company, and its service company subsidiary 
American Electric Power Service Corporation (“Service 
Company”) have filed with this Commission an 
application-declaration pursuant to the Public Utility 
Holding Company Act of 1935 (“Act”), designating 
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Sections 6(a), 7, 12(b) and 12(d) of the Act and Rule 
50(a)(4) promulgated thereunder as applicable to ale 


proposed transactions. All interested persons are @. / 


referred to the application-declaration, which is 
summarized below, for a complete statement of the 
proposed transactions. 


Service Company renders various management and 
other services to the AEP System companies, 
including the procurement of virtually all their 
required insurance protection. A major component of 
such insurance protection consists of a _ primary 
casualty insurance program which affords workmen’s 
compensation and comprehensive public liability 
protection in each instance up to a limit of $500,000 
per occurrence. In addition to such primary casualty 
insurance, excess public liability insurance is also 
maintained to provide coverage for losses in excess of 
$500,000. 


Prior to April 1, 1978, Service Company maintained a 
conventional primary casualty insurance program 
affording the following workmen’s compensation as 
well as general and automobile liability insurance: 
(1) workmen’s compensation insurance for all benefits 
payable under state compensation laws and 


employers’ liability in an amount of not in excess of 
$500,000 per occurrence; and (2) general liability and 
automobile insurance providing for full coverage in 
each instance up to $500,000 per occurrence for bodily 


injury liability and self-insured deductible of $500,000™ 
for property damage liability. The premiums payable 
for such a program were predetermined prior to the 
effective date of the insurance protection. The work- 
men’s compensation insurance premiums were deter- 
mined by application of rates per $100 of payroll 
prescribed by state insurance manuals. The general 
liability and automobile insurance premiums were 
derived from the use of a loss rating to determine an 
appropriate rate per $100 of payroll and per vehicle in 
service. Consequently, the total amount of premium 
was calculated prior to the commencement of 
coverage. For the year of coverage from 1977 to 1978 a 
deposit premium was payable in the amount of 
12-%2% of the pre-calculated premium at the inception 
of coverage and the balance was payable in eleven 
equal monthly installments. The deposit premium was 
subject to premium audits and retrospective loss 
adjustments to reflect favorable or unfavorable actual 
loss experience. 


Effective April 1, 1978, Service Company instituted a 
new primary casualty insurance program with 
Insurance Company of North America (‘‘INA’’) 
providing workmen’s compensation coverage and 
comprehensive public liability coverage. The work- 
men’s compensation insurance program (whict 
includes employer liability coverage) continues to« 





provide insurance for all benefits payable under state 
compensation laws, but the premium for such 


‘ coverage is determined on a paid loss retrospective 


y rating basis under which (1) the AEP System 


> 


<=> 


companies pay a deposit premium of $181,000 in 
twelve monthly installments instead of a standard 
deposit premium of $772,000. (2) Service Company 
agrees to reimburse INA for paid losses and maintains 
a special deposit fund of $36,750 from which INA may 
alternatively pay losses, and (3) Service Company 
issues a promissory note in favor of INA in the initial 
amount of $670,250 as collateral for the payment of 
the unpaid balance of the deposit premium ($772,000 
less $15,000 for the first monthly installment and less 
$36,750 for the special deposit loss fund of $36,750). 
The workmen’s compensation premium paid under 
this program is subject to loss fund, audit and paid 
loss retrospective adjustments which could result in 
changes during the course of the program in the 
amount of the promissory note so that such note 
would equal, together with the cash deposit premium 
payments made, the entire amount of the premium as 
then determined (such premium not to exceed 250% 
of the estimated standard deposit premium of 
$722,000). Such promissory note will be non-interest 
bearing and payable upon demand by INA. In addition 
such note must be supported by either a letter of 
credit or a surety bond in the full amount of the note. 


This new program also includes general and 
automobile liability insurance on a deductible basis 
providing coverage for bodily injury with a limit of 
liability of $500,000 whereby (1) the AEP Systefa 
companies pay a deposit premium of $693,000 in 
twelve monthly installments instead of a standard 
deposit premium of over $4,000,000, (2) Service 
Company agrees to reimburse INA for all paid losses 
and maintains a special deposit fund of $88,000 from 
which INA may alternatively pay losses, and (3) 
Service Company provides INA a letter of credit or 
surety bond in the amount of $2,100,000 which is 
equal to the expected public liability losses of 
$2,668,000 less expected first year paid losses of 
$568,000. The public liability premium payable under 
this program is subject to audit and paid loss adjust- 
ments which could change the amount of the required 
letter of credit and bond of indemnity. The maximum 
amount of paid losses which must be reimbursed by 
Service Company under the liability program shall not 
exceed $7,500,000, and all losses in excess thereof 
are to be borne by INA. 


Under the new primary casualty insurance program 
INA basically will collect at the commencement of the 
program only the expense portion of the total 
premium normally payable for the insurance coverage 
afforded in the form of deposit premiums. INA will 
defer the collection of the loss portion of the total 
premium cost of the program until losses are actually 


paid, at which time Service Company will be billed 
and obliged to reimburse INA for such paid losses. 
This new program is expected to result in the 
following benefits: (1) cash flow advantages resulting 
from reduced deposit premiums, installment premium 
audit, retrospective rating adjustments and, most 
importantly, the reimbursement of the insurer for 
losses only at such time as they are actually paid; (2) 
premium savings in excess of $500,000 over the 
duration of the program for the policy year April 1, 
1978, to April 1, 1979, resulting from INA’s lower 
charges for unallocated claims and administrative 
expenses inherent to the program; (3) improved 
control over the effectiveness and cost of loss 
prevention service provided by INA by virtue of its 
increased ability to tailor such service to the specific 
needs of the AEP System companies; and (4) an 
opportunity to plan for an orderly transition to a 
program of self-insurance for all casualty losses. 


Letters of credit or surety bonds in the favor of INA 
are required under the new program so as to assure 
INA that the loss portion of the premium will be paid 
by Service Company. It is stated that it may be 
necessary that AEP guarantee the performance of 
Service Company in order for Service Company to 
obtain the required letters of credit or surety bonds. In 
such case no charge would be made by AEP for such 
guaranty. In the alternative it may be necessary that 
AEP itself obtain the required letters of credit or 
surety bonds on behalf of Service Company, in which 
case AEP will bill Service Company for any costs 
thereof. Approval i; sought for AEP to undertake 
these actions is necessary. 


The fees and expenses to be incurred in connection 
with the proposed transactions are estimated at 
$17,500, including legal fees of $500. It is stated that 
no state commission and no federal commission, 
other than this Commission, has jurisdiction over the 
proposed transactions. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than June 20, 1978, request in 
writing that a hearing be held on such matter, stating 
the nature of his interest, the reasons for such 
request, and the issues of fact or law raised by said 
application-declaration which he desires to controvert; 
or he may request that he be notified if the Commis- 
sion should order a hearing thereon. Any such request 
should be addressed: Secretary, Securities and 
Exchange Commission, Washington, D.C. 20549. A 
copy of such request should be served personally or 
by mail upon the applicants-declarants at the above- 
stated address, and proof of service (by affidavit or, in 
case of an attorney at law, by certificate) should be 
filed with the request. At any time after said date, the 
application-declaration, as filed or as it may be 
amended, may be granted and permitted to become 
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effective as provided in Rule 23 of the General Rules 
and Regulations promulgated under the Act, or the 
Commission may grant exemption from such rules as 
provided in Rules 20(a) and 100 thereof or take such 
other action as it may deem appropriate. Persons who 
request a hearing or advice as to whether a hearing is 
ordered with receive any notices and orders issued in 
this matter, including the date of the hearing (if 
ordered) and any postponements thereof. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 20555/May 25, 1978 


In the Matter of 


OHIO EDISON COMPANY 
Akron, Ohio 


(70-6140) 
SUPPLEMENTAL ORDER CORRECTING FEES 


The order of May 5, 1978 (HCAR No. 20532), issued in 


this proceeding is hereby corrected in the following 
respect. 


The first sentence of the sixth paragraph is corrected to 
read in full as follows: 


The fees and expenses to be incurred in 
connection with the issuance and sale of 
the new bonds are estimated at $265,000, 
including legal fees of $25,000. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 20556/May 25, 1978 


In the Matter of 


CONNECTICUT YANKEE ATOMIC POWER COMPANY 
P. O. Box 270 
Hartford, Connecticut 06101 


(70-6166) 


NOTICE OF PROPOSED ISSUANCE AND SALE OF 
SHORT-TERM NOTES TO BANKS AND A DEALER IN 
COMMERCIAL PAPER AND EXCEPTION FROM 
COMPETITIVE BIDDING 


NOTICE IS HEREBY GIVEN that Connecticut Yankee 
Atomic Power Company (“Connecticut Yankee”), an 
electric utility subsidiary company of Northeast 
Utilities and New England Electric System, both of 
which are registered holding companies, has filed a 
declaration with this Commission pursuant to the 
Pubic Utility Holding Company Act of 1935 (“Act”), 
designating Sections 6 and 7 of the Act and Rule 
50(a)(5) promulgated thereunder as applicable to the 
proposed transactions. All interested persons are 
referred to the declaration, which is summarized 
below, for a complete statement of the proposed 
transactions. 


Connecticut Yankee proposes to issue and sell notes 
to banks and commercial paper to a dealer from time to 
time on or before June 30, 1979. The aggregate amount 
of all such notes at any time outstanding, whether 
issued to banks or to a dealer in commercial paper, will 
not exceed $30,000,000. 


The bank notes to be issued by Connecticut Yankee 
will each be dated the date of issue, will have 
maximum maturity dates of nine months, and will bear 
interest at the prime rate. The bank notes will be issued 
no later than June 30, 1979, and will be subject to 
prepayment at any time at the company’s option 
without premium. Connecticut Yankee proposes to 
make such borrowings from The Chase Manhattan 
Bank, New York, N.Y., The Connecticut Bank and Trust 
Company, Hartford, Connecticut, and Bankers Trust 
Company, New York, N.Y., in a maximum principal 
amount at any one time outstanding from each bank of 
$15,000,000, $10,000,000, and $5,000,000, respec- 
tively. Compensating balance requirements vary 
somewhat with each bank; however, Connecticut 
Yankee calculates that the effective cost of such 
borrowings will be 10.31% per annum based on a prime 
interest rate of 8-1/4%. No closing costs are required 
in connection with any of the proposed bank 
borrowings. 





The commercial paper will be issued in the form of 
~™hort-term promissory notes in denominations of not 
ss than $50,000 and not more than $1,000,000, of 
varying maturities, with no maturity more than 270 
days after the date of issue, and will not be repayable 
prior to maturity. The commercial paper will be sold 
directly to a commercial paper dealer at the discount 
rate per annum prevailing at the date of issuance for 
commercial paper of comparable quality and of the 
particular maturity. No commercial paper shall be 
issued having a maturity of more than 90 days at an 
effective interest cost to Connecticut Yankee in excess 
of the effective bank interest rate at which Connecticut 
Yankee could obtain loans from banks in an amount at 
least equal to the principal amount of such commercial 
paper. No commission or fee will be payable in 
connection with the issuance and sale of the 
commercial paper. The purchasing dealer, as principal, 
will reoffer the commercial paper to institutional 
investors at a discount of not more than 1/8 of 1% per 
annum less than the prevailing discount rate to 
Connecticut Yankee. 


The commercial paper will be reoffered to not more 
than 200 identified and designated customers in a 
nonpublic list prepared for Connecticut Yankee in 
advance by the purchasing dealer. No additions wil! be 
made to this customer list. It is anticipated that the 
commercial paper will be held by customers to 

aturity, but if such customers desire to resell prior to 
aturity, the purchasing dealer, pursuant to a verbal 
repurchase agreement, will repurchase the commercial 
paper and reoffer the same to others in the group of 200 
customers. 


The funds to be derived from the issuance and sale of 
the bank notes and commercial paper will be applied by 
Connecticut Yankee (i) to repay $18,470,000 of 
commercial paper presently outstanding pursuant to 
order of the Commission (HCAR No. 20098 (July 5, 
1977)), (ii) to provide funds for construction, and (iii) to 
provide a portion of the funds required for the purchase 
of additional nuclear fuel through June 30, 1979. 


The fees and expenses to be incurred in connection 
with the proposed transactions are estimated at 
$2,500. It is stated that no state commission and no 
federal commission, other than this Commission, has 
jurisdiction over the proposed transactions. 


Connecticut Yankee requests that the proposed 
issuance and sale of commercial paper be excepted 
from the competitive bidding requirements of Rule 50 
pursuant to paragraph (a)(5)(B) thereof on the ground 
that it is not practicable to invite competitive bids for 
commercial paper and that current rates for 
sommercial paper of prime borrowers such as 
mnecticut Yankee are published daily in financial 
~publications. Connecticut Yankee further requests that 


the time for filing certificates of notification pursuant 
to Rule 24 be extended to allow for filing on a quarterly 
basis. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than June 22, 1978, request in 
writing that a hearing be held on such matter, stating 
the nature of his interest, the reasons for such request, 
and the issues of fact or law raised by the filing which 
he desires to controvert; or he may request that he be 
notified if the Commission should order a hearing 
thereon. Any such request should be addressed: 
Secretary, Securities and Exchange Commission, 
Washington, D.C. 20549. A copy of such request 
should be served personally or by mail upon the 
declarant at the above-stated address, and proof of 
service (by affidavit or, in case of an attorney at law, by 
certificate) should be filed with the request. At any 
time after said date, the declaration, as filed or as it 
may be amended, may be permitted to become 
effective as provided in Rule 23 of the General Rules 
and Regulations promulgated under the Act, or the 
Commission may grant exemption from such rules as 
provided in Rules 20(a) and 100 thereof or take such 
other action as it may deem appropriate. Persons who 
request a hearing or advice as to whether a hearing is 
ordered will receive any notices or orders issued in this 
matter, including the date of the hearing (if ordered) 
and any postponements thereof. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 








INVESTMENT COMPANY ACT OF 1940 





INVESTMENT COMPANY ACT OF 1940 
Release No. 10249/May 19, 1978 


in the Matter of 

FARM BUREAU MUTUAL FUND, INC. 
225 Touhy Avenue 

Park Ridge, Illinois 60068 

(811-1313) 
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NOTICE OF FILING OF APPLICATION PURSUANT TO 
SECTION 8(f) OF THE ACT FOR AN ORDER 
DECLARING THAT COMPANY HAS CEASED TO BE 
AN INVESTMENT COMPANY 


NOTICE IS HEREBY GIVEN that Farm Bureau Mutual 
Fund, Inc. (“Applicant’’), registered under the 
Investment Company ct of 1940 (“Act”) as an open-end 
diversified management company, has filed an 
application pursuant to Section 8(f) of the Act for an 
order of the Commission declaring that the Applicant 
has ceased to be an investment company as defined in 
the Act. All interested persons are referred to the 
application on file with the Securities and Exchange 
Commission for a statement of the representations 
contained therein, which are summarized below. 


Applicant states that on April 8, 1977, at a meeting of 
its steckholders, a proposal was approved to transfer 
substi tially all of Applicant’s assets to Challenger 
Investi..ent Fund, Inc. (“Challenger”). On April 28, 
1977, Applicant transferred substantially all of the 
assets of Applicant to Challenger in consideration for 
921 ,732.404 shares of capital stock of Challenger, each 
having a per share value of $9.80 on April 27, 1977. 


Applicant states that it retained $117,147.43 to cover 
the expenses of liquidation and other known and 
contingent liabilities. Of the retained sum Applicant 
paid $30,806.55 for expenses in connection with the 
merger. Applicant further represents that it has no 
security holders because all former holders have either 
received cash for their interests or exchanges their 
shares for securities of Challenger, that it is not 
engaging and does not propose to engage in business 
activities other than winding up its affairs, and that it 
has not operated as an investment company since April 
28, 1977. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than June 12, 1978, at 5:30 p.m., 
submit to the Commisison in writing a request for a 
hearing on the matter accompanied by a statement as 
to the nature of his interest, the reason for such 
request, and the issues, if any, of fact or law proposed 
to be controverted, or he may request that he be 
notified if the Commission shall order a hearing 
thereon. Any such communication should be 
addressed: Secretary, Securities and Exchange 
Commission, Washington, D.C. 20549. A copy of such 
request shall be served personally or by mail upon 
Applicant(s) at the address(es) stated above. Proof of 
such service (by affidavit, or in case of an 
attorney-at-law, by certificate) shall be filed 
contemporaneously with the request. As provided by 
Rule 0-5 of the Rules and Regulations promulgated 
under the Act, an order disposing of the application 
will be issued as of course following said date unless 
the Commission thereafter orders a hearing upon 
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request or upon the Commission’s own motion. 
Persons who request a hearing, or advice as to wheth@’ » 
a hearing is ordered, will receive any notices and orde— 
issued in this matter, including the date of the hearing 
(if ordered) and any postponements thereof. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 10250/May 22, 1978 


In the Matter of 

MARATHON SECURITIES CORPORATION 
HIGHLAND CAPITAL CORPORATION 

and 


WALTER SCHEUER 
635 Madison Avenue 
New York, New York 10022 


(812-4270) 


ORDER PURSUANT TO SECTION 17(b) OF THE ACT 
EXEMPTING PROPOSED TRANSACTION FROM 
SECTION 17(a) OF THE ACT 


Marathon Securities Corporation (‘‘Marathon’’), 
Highland Capital Corporation (“Highland Capital”), 
investment companies registered under the Investment 
Company Act of 1940 (“Act”), and Walter Scheuer filed 
an application pursuant to Section 17(b) of the Act for 
an order of the Commission exempting from the 
provisions of Section 17(a) of the Act a proposed 
purchase by Highland Capital and Mr. Scheuer of 
certain property owned by Marathon in connection with 
Marathon’s ongoing liquidation and dissolution as a 
registered investment company. On April 21, 1978, a 
notice was issued (Investment Company Act Release 
No. 10215) of the filing of the application. 


The notice gave interested persons an opportunity . 
request a hearing and stated that an order disposing ou 





the application would be issued as of course unless a 
hearing should be ordered. No request for a hearing 


's been filed and the Commission has not ordered a 
“wearing. 


The matter having been considered, it is found that the 
terms of the proposed transaction are reasonable and 
fair and do not involve overreaching on the part of any 
person concerned, and that the proposed transaction is 
consistent with the policies of Marathon and Highland 
Capital and with the general purposes of the Act. 
Accordingly, 


IT IS ORDERED, pursuant to Section 17(b) of the Act, 
that the proposed purchase by Highland Capital and 
Mr. Scheuer of certain property owned by Marathon be, 
and hereby is, exempted from the provisions of Section 
17(a) of the Act. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 10251/May 22, 1978 


In the Matter of 


PUTNAM DAILY DIVIDEND TRUST 
225 Franklin Street 
Boston, Massachusetts 02110 


(812-4279) 


ORDER PURSUANT TO SECTION 6(c) OF THE ACT 
GRANTING EXEMPTION FROM SECTION 2(a)(19) 


On April 24, 1978, a notice was issued (Investment 
Company Act Release No. 10216) of an application 
filed on March 9, 1978, and amended on March 31, 
1978, by Putnam Daily Dividend Trust (“Applicant”), a 
Massachusetts business trust registered under the 
Investment Company Act of 1940 (“Act”) as a 
diversified, open-end, management investment 
company, pursuant to Section 6(c) of the Act for an 
order declaring that Mr. Avery Rockefeller, Jr. 
(“Rockefeller”), a proposed trustee of Applicant, shall 
“t be deemed to be an “interested person” of 
plicant, the Putnam Management Company, Inc. 


=) 


(‘Adviser’), investment adviser to Applicant, or 
Putnam Fund Distributors, Inc. (“Underwriter”), a 
possible principal underwriter for the Applicant, within 
the meaning of Section 2(a)(19) of the Act by reason of 
his position as director of The Home Insurance 
Company (“Home Insurance”) and of its wholly-owned 
subsidiary, Seaboard Surety Corporation (“Seaboard 
Surety”), the parent and sister subsidiary, respectively, 
of Home Capital Services, Inc., a registered 


broker-dealer under the Securities Exchange Act of 
1934. 


The notice gave interested persons an opportunity to 
request a hearing and stated that an order disposing of 
the application would be issued on the basis of the 
information stated therein unless a hearing should be 
ordered. No request for a hearing has been filed, and 
the Commission has not ordered a hearing. 


The matter having been considered, it is found that the 
requested exemption is appropriate in the public 
interest and consistent with the protection of investors 
and the purposes fairly intended by the policy and 
provisions of the Act. Accordingly, 


IT iS ORDERED, pursuant to Section 6(c) of the Act, 
that the application for an order declaring that 
Rockefeller shall not be deemed an “interested 
person”, as defined by Section 2(a)(19) of the Act, of 
Applicant, the Adviser or the Underwriter solely by 
reason of his being a director of Home Insurance and 
Seaboard Surety, be, and hereby is, granted, effective 
forthwith. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 10252/May 23, 1978 


[File No. S-7-743] 


BEARING OF DISTRIBUTION EXPENSES BY MUTUAL 
FUNDS 


AGENCY: Securities and Exchange Commission. 


ACTION: Advance notice of proposed rulemaking. 
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SUMMARY: The Securities and Exchange Com- 
mission (“Commission”) is requesting public comment 
with respect to the question of whether there might be 
conditions under which registered open-end manage- 
ment investment companies (“mutual funds” or 
“funds”) could be permitted to utilize their assets to 
pay expenses incurred in connection with the 
distribution of their shares. This action is being taken 
so the Commission can explore whether the use of 
mutual fund assets to pay distribution expenses could 
benefit fund shareholders under some circumstances, 
and, if so, what conditions could be designed to 
protect the interests of investors. The Commission has 
not decided whether this should be done, but, in order 
to provide structure to the comment process, the 
release suggests a variety of possible approaches. 


DATES: Comments must be submitted on or before 
August 22, 1978. 


ADDRESSES: Send comments in triplicate to George 
A. Fitzsimmons, Secretary, Securities and Exchange 
Commission, 500 North Capitol Street, Washington, 
D.C. 20549. All communications with respect to this 
matter should refer to File No. S7-743. Such 
communications will be available for public inspection 
at the Commission’s Public Reference Room, Room 
6101, 1100 L Street, N.W., Washington, D.C. 


FOR FURTHER INFORMATION CONTACT: 


Richard W. Grant, Esq. (202-755-0242); or 
Dianne E. O’Donnell, Esq. (202-755-1796) 
Division of Investment Management 
Securities and Exchange Commission 
Washington, D.C. 20549. 


SUPPLEMENTARY INFORMATION: In the past, the 
Commission and its staff have taken the position, with 
certain exceptions, that any use of mutual fund assets 
for the purpose of financing the distribution of mutual 
fund shares would be improper.' Thus, most fund 
distribution activities have been, and continue to be, 
financed largely by sales loads charged the purchaser 
at the time of investment, with the fund’s adviser, 
either directly or through an affiliated underwriter, 
financing whatever distribution expenses are not met 
by sales loads. Where no sales load is charged, the 
fund’s adviser generally pays all distribution expenses. 





1 The Commission’s most recent statement with 
regard to this matter is set forth in Investment 
Company Act Release No. 9915, August 31, 1977 [42 
FR 44810, September 7, 1977]. 
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However, in response to suggestions that the 
Commission’s position in this area should 
re-examined, the Commission hald public hearings r 
November 17, 18, 22 and 23, 1976, and received writtett” 
statements concerning the policy and legal 
implications of arrangements whereby mutual funds 
would, directly or indirectly, bear expenses related to 
the distribution of their shares. 


» 


A number of commentators asserted that mutual 
funds, as a group, at that time were experiencing 
significant net redemptions of their shares; i.e., 
redemptions by existing shareholders exceeded sales 
of shares. It was asserted that this was harmful to 
sharehoiders since net redemptions have the effect of 
reducing the fund’s asset size, thereby causing an 
increase in the expense ratio and possibly affecting the 
ability of fund portfolio managers to achieve maximum 
investment performance. Commentators also argued 
that the use of fund assets to finance distribution 
activities could lead to increased sales of shares, 
thereby alleviating the difficulties perceived to result 
from net redemptions or small asset size and helping 
to ensure that securities redeemable at net asset value 
would continue to be made available to investors. 


It was also argued that the existing system of financing 
distribution activities primarily or entirely by means of 
sales charges on new shares is unfair to purchasers of 
such shares since all shareholders derive some bene® 

from the continuance of distribution efforts, and th . 
this system is no longer viable because investors are 
increasingly unwilling to pay a high entrance fee. 
Accordingly, it was urged that the Commission take 
the position that fund directors may, in their 
discretion, authorize the use of some portion of a 
fund’s assets to promote the sale of its shares. 


On the other hand, certain commentators maintained 
that increased sales of mutual fund shares would 
benefit mainly the investment advisers of mutual funds 





2 The hearings were announced in Investment 
Company Act Release No. 9470, October 4, 1976 [41 FR 
44770, October 12, 1976]. Copies of the transcripts of 
the hearings and written submissions are filed in File 
No. 4-186. 


3 Although mutual funds as a group experienced net 
sales in 1977 and the first quarter of 1978, the concern 
over net redemptions has not necessarily been 
assuaged. Some segments of the industry, particularly 
equity funds, continue to experience redemptions 
greater than sales, and future economic conditions 
may cause the industry as a whole to experience r 
redemptions again. 


~~ 





since their advisory fees are based upon a percentage 
~. Of fund assets, and that any benefit to fund 
shareholders resulting from growth of the fund through 
* increased sales would be speculative at best. 


It appears to the Commission, based upon its 
consideration of the testimony and written statements 
presented in connection with the public hearings and 
other relevant matters, that it would be useful to 
explore further whether permitting mutual fund assets 
to be used to finance distribution could, under some 
circumstances, benefit investors, and at the same time 
to solicit comments about a variety of possible 
conditions upon such use of assets designed to 
safeguard the interests of investors. It would seem that 
any such conditions should be designed to accomplish 
three objectives: (1) to minimize any conflict of 
interest on the part of a fund’s investment adviser or 
officers with respect to recommendations that fund 
assets be used to promote distribution by limiting the 
degree to which the adivsory fee is affected by sales; 
(2) to help ensure that fund assets are used to finance 
distribution only when, after appropriate considera- 
tion, the disinterested directors of the fund and the 
fund’s shareholders determine that such use of fund 
assets would be in the interest of the fund, and (3) to 
help ensure that all shareholders are treated fairly in 
connection with the bearing of distribution expenses 
by mutual funds. 


After considering the public comments received in 
response to this notice, the Commission will 
determine whether it should issue a proposed rule 
setting forth conditions designed to accomplish the 
objectives described above. Such a proposed rule 
would be issued under Section 12(b) [15 U.S.C. 80a-1 
et seq.],* and would be accompanied by proposed 
rules providing exemptions from other provisions of 
the Act to the extent that such exemptions would be 
necessary to permit the implementation of arrange- 
ments involving the use of mutual fund assets to 





4 Section 12(b) of the Act provides that it shall be 
unlawful for any registered open-end company (other 
than a company complying with the provisions of 
Section 10(d) [15 U.S.C. 80-a10(d)]) to act as a 
distributor of securities of which it is the issuer, except 
through an underwriter, in contravention of such rules 
and regulations as the Commission may prescribe as 
necessary or appropriate in the public interest or for 
the protection of investors. The Commission is of the 
view that, to the extent a mutual fund made payments 
to promote the distribution of shares issued by it, the 
fund would be acting as a distributor of its shares, and 
that it would be doing so in addition to any functions 
which might be performed by an underwriter. 


finance distribution. The types of conditions which the 
Commission presently is considering, and upon which 
it requests the views of interested persons, are 
described below.9 


Minimization of Conflict of Interest 


The fact that mutual fund advisers are paid fees based 
upon a percentage of the fund’s assets causes the 
growth of the fund through the sale of additional 
shares generally to be in the adviser’s interest. This 
leads to a conflict of interest on the part of the adviser 
with respect to making recommendations to the fund’s 
board of directors as to whether, and, if so, to what 
extent, the fund should use its assets to promote the 
distribution of shares. In order to alleviate that conflict 
of interest, the Commission is considering as a 
condition of a fund’s bearing distribution expenses 
that the fee paid to its investment adivser be a fixed 
dollar amount, rather than a fee based upon a 
percentage of fund assets which would increase as 
fund assets increase.® Alternatively, the Commission 
is considering the possibility that the advisory fee paid 
by a fund bearing distribution expenses should be 
computed as a multiple of the fund’s net asset value 
per share rather than its total net assets. The multiple 





5 Currently pending before the Commission is an 
application by the Vanguard Group, Inc. (File No. 
812-4094) for exemptions from the Act to permit the 
funds in the Vanguard Group to bear distribution 
expenses. The Commission ordered a hearing on that 
matter (Investment Company Act Release No. 9927, 
September 13, 1977), which was held from January 5, 
1978, to February 3, 1978. Only the specific proposal of 
the Vanguard funds to bear distribution expenses is 
under consideration in that proceeding. On the other 
hand, through this release the Commisison wishes to 
solicit comment on other possible methods whereby 
funds might be permitted to bear distribution 
expenses. The Commission emphasizes that nothing 
in this release should be construed as suggesting that 
the Commission has reached any conclusions with 
respect to the merits of the Vanguard application. 


6 The type of conflict of interest which could occur 
where an investment adivser is paid a fee based upon a 
percentage of the fund’s assets could also occur with 
respect to the fund’s officers if their salaries were 
based upon a percentage of fund’s assets. 
Accordingly, the Commission is considering whether 
mutual funds which might bear distribution expenses 
should be prohibited from paying their officers salaries 
which vary directly with changes in the fund’s assets, 
except for changes resulting from portfolio 
performance. 
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would be a constant which would initially be set in a 
way which would permit the fee to reflect historical 
experience. 


It would seem necessary to prevent the fixed dollar 
advisory fee, if such a requirement were adopted, from 
being inflated to allow for anticipated growth of the 
fund’s assets; therefore, the Commission is soliciting 
comment on whether it should provide that the fixed 
dollar amount fee established initially by a fund 
operating under such a rule could not exceed the 
amount paid to the adviser during the preceding fiscal 
year. Similarly, the Commission is considering 
whether, in order to prevent the fixed fee from being 
adjusted annually to reflect growth of fund assets 
during the preceding year, any such condition should 
provide that the fixed dollar fee may not be increased 
for a period of time, perhaps two years, after it is set 
initially. After the expiration of such a period of time, 
the directors could agree to a new flat fee consistent 
with their duty under Section 15(c) of the Act [15 
U.S.C. 80a-15(c)] to request and evaluate such 
information as may reasonably be necessary to 
evaluate the terms of the contract. However, it may be 
reasonable to permit adjustments to the advisory fee 
on the basis of portfolio performance, provided that an 
advisory contract which provided for such adjustment 
conformed to Section 205 [15 U.S.C. 80b-5] of the 
Investment Advisers Act of 1940 [15 U.S.C. 80b-1 et 
seq.]. 


Manifestly, a requirement for a fixed advisory fee 
would have to provide for certain exemptions. For 
example, it might not be feasible for a newly-organized 
mutual fund which is bearing distribution expenses to 
have a fixed advisory fee; in any event, there would be 
no prior fee upon which to base a current fixed fee. 
Therefore, it might be appropriate to permit the 
directors of such a fund to determine a reasonable 
percentage advisory fee for the first year, and to require 
that the fee be converted to a fixed dollar amount in the 
next year if the fund continued to finance the 
distribution of its shares. 


Similarly, a requirement for a fixed dollar advisory fee 
could not apply in the case of a fund which is managed 
by its own employees rather than an external 
investment adviser. However, if a prohibition of the 
type described in note 6, supra, were adopted, such a 
fund’s officers could not be paid salaries which vary 
directly with changes in the fund’s assets. 





7 It could also be argued that a fixed dollar advisory fee 
should not be required in the case of a fund employing 
an external investment adviser which provides only 
portfolio management services and exercises no 
substantial influence over decisions of the fund in 
other areas. 
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A corollary question in developing regulatory controls 
on bearing distribution expenses is whether certain ¢™» 
types of expenses raise different problems. @ 
Accordingly, comment is requested about the different ~~ 
types of distribution expenses funds might incur (e.g., 
cash payments to dealers in fund shares, advertising 
expenses, paying for prospectuses sent to prospective 
investors, etc.) and whether certain types of expenses 
should be prohibited or regulated differently from other 
types of expenses. Specifically, the Commission 
requests comment whether a distinction should be 
made between transactional fees (e.g., payments to 
dealers at the time fund shares are purchased) and 
continuing payments to third parties for distribution 
services, particularly to dealers in fund shares. 


Comment is requested not only with regard to the 
suggestions described above, but with regard also to 
any alternative means of minimizing the adviser’s 
conflict of interest. 


Conditions Relating to Approval 
Directors and Shareholders 


by Disinterested 


Even if the Commission determines that conditions 
such as those described above can be relied upon to- 
promote objectivity on the part of investment advisers 
with respect to recommendations concerning the use 
of mutual fund assets to finance distribution, the 
protection of shareholders in connection with such use 
of fund assets will nonetheless depend heavily upon . 
fund directors’ meeting their fiduciary obligation not to 
authorize payments by the fund for distribution unless 
they are convinced that such action would be in the 
interest of the fund. To assist fund directors in meeting 
this fiduciary obligation, the Commission is 
considering specifying factors which directors should 
consider in deciding whether, and if so to what extent, 
a fund should bear distribution expenses. However, the 
Commission is concerned that a list of factors, no 
matter how complete or carefully crafted, might omit 
factors which could be important in given cases and 
vice versa. Such a list might be construed in ways 
which would unduly restrict directors in exercising 
their judgment to exclude, include, or vary the weight 
given certain factors. Alternatively, such a list of 
factors might be applied mechanically and be 
construed as giving directors an unintended “safe 
harbor.” Accordingly, the Commission specifically 
requests public comment whether a list of factors is 
appropriate and, if so, the factors which might be 
included in any such list. Generally speaking, directors 
would presumably wish to identify possible benefits to 
the fund such as reduction of expenses, reduction of 
the expense ratio due to economies of scale, or 
improved performance. 


Whether or not it proves feasible to develop a list of 
factors which mutual fund directors should consider in ~ 





aS 


connection with the bearing of distribution expenses, 
«it would seem appropriate to consider provisions 
2Signed to help ensure that the determination of a 
““€Board of directors with regard to this matter is made 
without undue influence by the investment adviser. 
Therefore, the Commission is considering requiring 
that a fund which bears distribution expenses have a 
board of directors composed entirely of persons who 
are not interested persons of either the fund or its 
adviser within the meaning of Section 2(a)(19) of the 
Act [15 U.S.C. 80a-2 (a)(19)]. Alternatively, a mutual 
fund board of directors might wish to have the 
disinterested directors or a special committee of 
disinterested directors examine the possibility of the 
fund’s assets being used to pay for distribution and 
then make a recommendation concerning the matter to 
the full board. 


Further assurance that any proposal for a fund to pay 
distribution expenses would receive independent 
consideration by the fund’s directors might be 
obtained by providing that the directors cannot approve 
such payments unless they are advised concerning the 
matter by independent legal counsel or other 
independent experts. 


In addition, the importance of any decision by a mutual 
fund to finance the distribution of its shares and the 
profound effect which such a decision could have upon 

fund’s traditional operations suggest that the 
ecision should be approved by both a majority of the 
‘fund’s outstanding voting securities and at least 
two-thirds of its disinterested directors. Comment is 
requested on whether this or some other procedural 
requirement should be imposed on a fund’s decision to 
bear distribution expenses. In this connection, it may 
be appropriate to require that the amount of the fund’s 
assets proposed to be spent for distribution be stated 
as a flat dollar amount, rather than as a percentage of 
the fund’s assets. Such a requirement, by making it 
possible for fund directors and shareholders to know in 
advance the actual amount of expenditure which would 
result from adoption of the proposal, rather than 
having to estimate, might assist directors and 
shareholders in making a more reasoned judgment as 
to whether the expenditure would be in the interest of 
the fund. It could be argued also that it would be 
inappropriate in any event for a mutual fund to agree to 
pay an amount for distribution which would fluctuate 
directly with changes in its assets, since there can be 
no assurance that the fund’s interest in additional sales 
of its shares would necessarily vary when, and to the 
extent that, its assets vary. 


It seems to the Commission that any rule permitting 
mutual funds to use their assets to pay distribution 
expenses should also contain provisions designed to 

asure continuing control by shareholders and 
..aisinterested directors of such use of a fund’s assets 


after initial approval. Accordingly, the Commission is 
considering requiring that any arrangement whereby a 
fund undertakes to bear distribution expenses, whether 
the arrangement takes the form of an agreement with 
another person or a policy of the fund, be limited to a 
period of not more than one year, with any renewals of 
the arrangement also being limited to not more than 
one year and having to be approved in the same manner 
as the original decision to bear distribution expenses. 
Furthermore, the Commission is considering a 
requirement that any such arrangement be subject to 
termination by a simple majority of either the fund’s 
disinterested directors or the outstanding voting 
securities.° It may also be desirable to require that, 
where the arrangement takes the form of an agreement 
between the fund and another person, the fund have 
the right to terminate the agreement without penalty 
upon not more than 60 days’ notice. Such a 
requirement would be similar to that set forth in 
Section 15(a) of the Act [15 U.S.C. 80a-15(a)] with 
respect to investment advisory contracts. 


In addition, in order to assist fund directors in meeting 
their responsiblility to exercise continuing supervision 
over use of the fund’s assets to pay distribution 
expenses, the Commission is considering requiring 
that the directors be furnished with quarterly written 
reports of the amounts and purposes of such 
expenditures. 


Fairness to Shareholders 


The conditions described above would be designed to 
help ensure that mutual fund assets are used to finance 
distribution only when such use of assets is consistent 
with the interests of investors. However, it must be 
recognized that, in some cases, the use of fund assets 
to pay distribution expenses might be in the interest of 
one group of investors, but contrary to the interest of 





8 it can be seen that, under this approach, a decision 
for a fund to cease bearing distribution expenses could 
be made more easily than a decision to begin doing so. 
Such an approach would appear desirable, since it 
would seem inappropriate to force a fund to continue 
paying for distribution if a majority of its shareholders 
or disinterested directors conclude that such payments 
are not benefiting the fund. 


9 The right on the part of the fund to terminate the 
agreement might be of particular importance if the 
Commission requires that the amount of distribution 
expense to be borne during the term of the agreement 
be stated as a fixed dollar amount, since a particular 
amount which appears reasonable when first approved 
could prove to be excessive if the fund’s assets 
unexpectedly decline. 
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another group of investors. Specifically, existing 
shareholders would in effect be asked to pay further 
amounts for distribution and, to the extent that they 
did not invest in additional shares of the fund, they 
would not enjoy any direct benefit from the reduction 
or elimination of the sales load. 


It might be feasible to avoid any such unfairness to 
existing shareholders by providing that a mutual fund 
whose shares have previously been sold with a sales 
load may bear distribution expenses only if such 
expenses are not charged against shares which were 
purchased furing that prior time. Thus, in effect, such a 
fund would have to issue a new series of shares in 
order to bear distribution expenses, with shares of the 
old series (i.e., those issued prior to the change in 
distribution method) not being charged for 
distribution. Of course, the number of outstanding 
shares in the old series would gradually diminish as 
those shares were redeemed, and it might be 
reasonable to provide that, after some period of time, 
the maintenance of two series of shares need not be 
continued. Such a period of time could be equai either 
to the average holding period of shares in the particular 
fund or the average holding period of mutual fund 
shareholders in general. Thereafter, all of the fund’s 
outstanding shares could be charged for whatever 
distribution expenses the fund pays. 


Comment is requested not only with regard to the 


feasibility of the suggestion described above, but with 
regard also to possible alternative means of avoiding 
any unfairness to existing shareholders of load funds. 


The Commission also wishes to ensure fairness to new 
shareholders and old shareholders who purchase new 
shares after a fund begins to pay for distribution. 
Accordingly, the Commission wishes to consider the 
impact of sales loads on such shareholders who would 
be financing distribution both directly and indirectly. 
The Commission has not reached even a tentative 
conclusion as to whether mutual funds which bear 
distribution expenses should be permitted also to have 
sales loads charged on their shares, or whether the 
imposition of sales loads in such circumstances 
should be restricted. Accordingly, the Commission 
specifically solicits comments on the issue of whether 
a fund’s use of assets for distribution expenses should 
be permitted to supplement revenue from sales loads 
or be required to replace sales loads partially or 
entirely. 


Section 36 of the Act 

Although rules under Section 12(b) and such other 
sections of the Act as may be applicable would allow a 
fund to utilize its assets to finance distribution of its 


shares if the conditions of the rules were met, the 
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Commission wishes to emphasize that such rules, if 
formulated and adopted, would not be intended tz 
reduce or limit in any way the fiduciary responsibilitic, 
owed by officers, directors, principal underwriters and 
investment advisers to their funds prusuant to the 
provisions of Section 36 of the Act[15 U.S.C. 80a-35] or 
otherwise. Thus, directors would have a greater 
responsibility than merely assuring technical com- 
pliance with a Commission rule in this area. In 
deciding to authorize the use of a particular amount of 
fund assets fo finance the distribution of shares, a 
fund’s directors would have to determine that such use 
of fund assets would likely benefit the fund’s 
shareholders as well as be in compliance with any rules 
which the Commission might adopt. 


It should be emphasized also that, whether or not a 
fund bore distribution expenses in a manner permitted 
by Commission rules, it would remain incumbent 
upon those who have a fiduciary responsibility to the 
fund to see that the fund is not bearing distribution 
expenses in any other manner. For example, where a 
fund’s investment adviser subsidizes distribution of 
the fund’s shares, it would be improper for the 
investment advisory fee to include any compensation 
for such subsidization. On the other hand, there would 
of course be nothing to prevent an investment adviser 
from using its own resources to promote distribution 
without being compensated by the fund therefor. 
whether or not the fund also bears distributic 
expenses as might be permitted by rule. However, the 
board must satisfy itself that the advisory fee is fair 
and is determined without making allowance for any 
distribution expense which the adviser might bear. 


Disclosure 


Although the Commission at this time does not 
contemplate that it would incorporate specific 
disclosure requirements in any rules that it may adopt 
under the Act with regard to this matter, the material 
facts relating to any policy or agreernent which 
provides for the use of fund assets to pay for 
distribution would have to be disclosed in the 
company’s currently effective prospectus in order that 
prospective shareholders would be aware that their 
assets would be subject to a continuing charge to 
finance the distribution of shares. Disclosure to 
existing shareholders would be made in the proxy 
statement for the annual or special meeting of 
shareholders where shareholders would vote prior to 
the adoption of any such agreement or policy or 
renewal thereof. Furthermore, if a fund had borne 
distribution expenses during the prior fiscal year, it 
might be necessary to disclose in the proxy statement 
the amount of such expenses. 


It should be noted that at the present time tl 
Commission is of the opinion that the term “no-load” 





or equivalent terminology should not be used to 
* ~sharacterize a fund whose shares are sold without a 
«a» les load at the time of purchase but which uses its 
assets to pay for distribution. Such a fund might state 
that it charges no sales commission, but it would have 
to make clear that shareholders will pay for distribution 
by means of charges against assets. As a condition to 
granting a temporary order in the application of the 
Vanguard Group, Inc. (see note 5, supra) the 
Commission required that the Vanguard funds not call 
themselves “no-load” funds. The Commission will give 
further consideration to this issue in connection with 
the specific Vanguard application. 


AUTHORITY: This advance notice of proposed 
rulemaking is issued under the authority of Sections 
12(b) and 38(a) of the Investment Company Act of 1940 
[17 U.S.C. 80a-12(b) and 80a-37(a)]. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 10253/May 24, 1978 


In the Matter of 


INCOME TRUST FOR GOVERNMENT SECURITIES, 
FIRST SERIES (AND SUBSEQUENT SERIES) 


and 


PRESCOTT, BALL & TURBEN 
900 National City Bank Building 
Cleveland, Ohio 44114 


(812-4289) 


ORDER PURSUANT TO SECTION 6(c) OF THE ACT 
GRANTING EXEMPTION FROM THE PROVISIONS OF 
SECTION 14(a) OF THE ACT AND RULES 19b-1 AND 
22c-1 UNDER THE ACT 
> 

1 May 2, 1978, a notice was issued (Investment 
wompany Act Release No. 10229) of the filing of an 


application on April 7, 1978, by Income Trust for 
Government Securities, First Series (and Subsequent 
Series), registered under the Investment Company Act 
of 1940 (“Act”) as a unit investment trust, and its 
sponsor, Prescott, Ball & Turben (collectively, 
“Applicants”) for an order of the Commission pursuant 
to Section 6(c) of the Act (1) exempting Applicants 
from the minimum net worth requirements of Section 
14(a) of the Act, to the extent necessary; (2) exempting 
Applicants from the limitations on capital gains 
distributions in Rule 19b-1 under the Act; and (3) 
exempting the secondary market activities of Prescott, 
Ball & Turben and other underwriters from the daily 
pricing requirements of Rule 22c-1 under the Act, 
subject to certain conditions. 


The notice gave interested persons an opportunity to 
request a hearing and stated that an order disposing of 
the application would be issued as of course unless a 
hearing should be ordered. No request for a hearing 
has been filed and the Commisison has not ordered a 
hearing. 


The matter having been considered, it is found, on the 
basis of the information contained in the application, 
that the granting of the requested exemption is 
appropriate in the public interest and consistent with 
the protection of investors and the purposes fairly 
intended by the policy and provisions of the Act. 
Accordingly, 


IT iS ORDERED, pursuant to Section 6(c) of the Act, 
that the application of Income Trust for Government 
Securities, First Series (and Subsequent Series) and 
Prescott, Ball & Turben for exemption from the 
provisions of Section 14(a) of the Act and Rules 19b-1 
and 22c-1 under the Act, to the extent requested, be, 
and hereby is, granted, effective forthwith. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 10254/May 24, 1978 


In the Matter of 
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VARIABLE ANNUITY LIFE INSURANCE COMPANY OF 
AMERICA 

P.O. Box 3206 

Houston, TX 77001 


(811-926) 


NOTICE OF FILING OF APPLICATION FOR ORDER 
PURSUANT TO SECTION 8(f) OF THE ACT 
DECLARING THAT COMPANY HAS CEASED TO BE 
AN INVESTMENT COMPANY 


NOTICE IS HEREBY GIVEN that the Variable Annuity 
Life Insurance Company of America (‘‘“VALIC 
Washington”), a District of Columbia stock life insurer, 
which is registered as an open-end management 
investment company under the Investment Company 
Act of 1940 (“Act”), filed an application on December 
19, 1977, pursuant to Section 8(f) of the Act for an 
order of the Commission declaring that Applicant has 
ceased to be an investment company as defined in the 
Act. All interested persons are referred to the 
application on file with the Commission for a 
statement of the representations set forth therein, 
which are summarized below. 


Applicant registered under the Act on February 5, 1960. 
On April 20, 1959, Applicant filed a Registration 
Statement under the Securities Act of 1933 pursuant to 
which Applicant proceeded to make a public offering 
of $4,000,000 of individual variable annuity contracts. 


Pursuant to a resolution of the Board of Directors of 
VALIC Washington, on July 2, 1968, the stockholders 
and variable annuity contractholders at their annual 
meeting on July 31, 1968, authorized and directed the 
officers of VALIC Washington to cause the corporate 
domicile of the Applicant to be changed from the 
District of Columbia to the State of Texas. 


On August 21, 1968, the Variable Annuity Life 
Insurance Company (“VALIC Texas”), a Texas stock 
life insurer, was organized, with VALIC Washington 
being the sole stockholder thereof. On May 1, 1969, 
pursuant to Agreements for Transfer of Assets, of 
Reinsurance and for the Assumption of Liabilities, 
entered into between VALIC Washington and VALIC 
Texas, all of the assets of VALIC Washington were 
transferred to VALIC Texas and all of the variable and 
fixed annuity contracts and /ife insurance policies of 
VALIC Washington were reinsured with and by VALIC 
Texas. Pursuant to a Supplemental Agreement, dated 
January 27, 1969, an exchange by the shareholders of 
VALIC Washington of their stock for the stock of VALIC 
Texas was undertaken. 


On February 1, 1977, by formal Decree of Dissolution, 
the Superior Court of the District of Columbia ordered 
VALIC Washington dissolved. Applicant presently has 
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no assets, no liabilities, no shareholders and no 
contractholders. No public offering of ecg . 
securities is being made presently and no such pub. 
offering is proposed for the future. 
Section 8(f) of the Act provides, in pertinent part, that 
when the Commission, upon application, finds that a 
registered investment company has ceased to be an 
investment company, it shall so declare by order, and 
upon the effectiveness of such order the registration of 
such company shall cease to be in effect. 
NOTICE IS FURTHER GIVEN that any interested 
person may, not later than June 19, 1978, at 5:30 p.m., 
submit to the Commission in writing a request for a 
hearing on the matter accompanied by a statement as 
to the nature of his interest, the reason for such 
request, and the issues, if any, of fact or law proposed 
to be controverted, or he may request that he be 
notified if the Commission should order a hearing 
thereon. Any such communication should be 
addressed: Secretary, Securities and Exchange 
Commission, Washington, D.C. 20549. A copy of such 
request shall be served personally or by mail upon the 
Applicant at the address stated above. Proof of such 
service (by affidavit, or in the case of an attorney at 
law, by certificate) shall be filed contemporaneously 
with the request. As provided by Rule 0-5 of the Rules 
and Regulations promulgated under the Act, an order 
disposing of the application herein will be issued as 
course following June 19, 1978, unless th» 
Commission thereafter orders a hearing upon request 
or upon the Commission’s own motion. Persons who 
request a hearing or advice as to whether a hearing is 
ordered will receive notice of further developments in 
this matter, including the date of the hearing (if 
ordered) and any postponements thereof. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 10255/May 24, 1978 


In the Matter of 





MINNEAPOLIS SHAREHOLDERS COMPANY 
«4158 IDS Center 
) South 8th Street 
inneapolis, Minnesota 55402 


(812-4281) 


ORDER PURSUANT TO SECTION 17(b) OF THE ACT 
EXEMPTING PROPOSED TRANSACTION FROM 
SECTION 17(a) OF THE ACT 


Minneapolis Shareholders Company (the “Applicant”), 
a closed-end, nondiversified management investment 
company registered under the Investment Company 
Act of 1940 (the “Act”), filed an application on March 
13, 1978, and an amendment thereto on April 18, 1978, 
pursuant to Section 17(b) of the Act for an order of the 
Commission exempting from Section 17(a) of the Act 
the Applicant’s sale of 700,000 shares of the common 
“stock of Arctic Enterprises, Inc. (‘Arctic’) and an 
option to acquire an additional 100,000 shares of Arctic 
Common stock (the “Arctic Option”) to Jacobs 
“ndustries, Incorporated (‘‘Jll’’), the holder of 
approximately 84% of the Applicant’s outstanding 
common stock. 


On April 28, 1978, a notice was issued of the filing of 
said application (Investment Company Act Release No. 
_10224). The notice gave interested persons an 
portunity to request a hearing and stated that an 
~,,der disposing of the application would be issued as 
of course unless a hearing should be ordered. No 
request for a hearing has been filed and the 
Commission has not ordered a hearing. 


The matter having been considered, it is found, on the 
basis of the information stated in the application, that 
the terms of the proposed transaction are reasonable 
and fair and do not involve overreaching on the part of 
any person concerned, that the proposed transaction is 
consistent with the policies of the Applicant and that it 
is consistent with the general purposes of the Act. 


IT IS ORDERED, pursuant to Section 17(b) of the Act, 
that the proposed transaction is hereby exempted from 
the provisions of Section 17(a) of the Act, effective 
forthwith. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 10256/May 25, 1978 


In the Matter of 


JOHN HANCOCK INVESTORS, INC. 


and 


JOHN HANCOCK MUTUAL LIFE 
COMPANY 

John Hancock Place 

P.O. Box 111 

Boston, Massachusetts 02117 


INSURANCE 


(812-4296) 


NOTICE OF FILING OF APPLICATION FOR ORDER 
PURSUANT TO SECTION 17(d) OF THE ACT AND 
RULE 17(d)-1 THEREUNDER. 


NOTICE IS HEREBY GIVEN that John Hancock 
Investors, Inc. (“Investors”) a closed-end, diversified 
management investment company registered under the 
Investment Company Act of 1940 (“Act”), and John 
Hancock Mutual Life Insurance Company (the “Life 
Company”), a mutual life insurance company 
organized under the laws of the Commonwealth of 
Massachusetts (collectively ‘“Applicants”), filed an 
application on April 19, 1978, pursuant to Section 17(d) 
of the Act and Rule 17d-1 thereunder, for an order of 
the Commission permitting (1) the Life Company to 
purchase in a direct placement $3,000,000 principal 
amount (out of a total offering of $12,000,000) of a new 
issue of unsecured 8.90% Notes due May 1, 1993 (the 
“1978 Notes”) of Gray Drug Stores, Inc. (“Gray Drug”), 
and (2) Investors, as one of the holders of Gray Drug 
9 1/4% Notes due June 1, 1986 (the “1971 Notes”), to 
execute an instrument (the “Amendment’’) approving 
the amendment of certain of the financial covenants 
contained in the 1971 Notes, thereby conforming those 
financial covenants to the financial convenants 
contained in the 1978 Notes which will have the effect 
of consenting to issuance of the 1978 Notes. All 
interested persons are referred to the application on 
file with the Commission for a statement of the 
representations contained therein, which are sum- 
marized below. 


Applicants state that Investors presently holds 
$2,700,000 of the 1971 Notes (out of a total principal 
amount presently outstanding of $11,700,000). These 
Notes were purchased in a private placement 
transaction on May 27, and October 28, 1971. The note 
agreements pertaining to the 1971 Notes (the “1971 
Agreements”) were amended by amendments dated 
July 27, 1973, and June 21, 1974, the latter amendment 
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adding certain restrictions on the incurrence of funded 
debt by Gray Drug. Applicants further state that the Life 
Company currently owns no securities of Gray Drug. 
Issuance and sale of the 1978 Notes would be 
prohibited under the amended terms of the 1971 
Notes. 


The approval of the holders of 66 2/3% in outstanding 
principal amount of the 1971 Notes is required for any 
amendment or waiver of the terms of the 1971 
Agreements. Applicants state that holders of the 1971 
Notes (other than Investors) holding in excess of such 
figure have stated that they will enter into the 
Amendment. However, any waiver or amendment of 
any term of the 1971 Agreements which affects the 
prepayment of the 1971 Notes requires 100% holder 
approval. Therefore, the provisions of the Amendment 
which would alter prepayments to the holders of the 
1971 Notes on account of certain “excess sales” of 
Gray Drug assets would not be effective unless 
Investors enters into the Amendment. 


Applicants state that the following are some of the 
major modifications which would be brought about by 
the proposed Amendment: (1) permit the holders of 
the 1978 Notes to participate pro rata in any 
prepayment of the 1971 Notes caused by “excess 
sales” of Gray Drug assets; (2) relax the strict 
limitations on incurrence of funded debt in the 1971 
Agreements, and permit incurrence of long-term debt if 
(i) consolidated net tangible assets are at least 225% 
of consolidated funded debt and (ii) historical ratio of 
annual income available for fixed charges to pro forma 
annual fixed charges is at least 1.75 to one for both the 
most recent year and the most recent two years; (3) 
replace the flat limit on current debt present in the 1971 
Agreements, and instead permit the incurrence of 
current debt if the sum of consolidated net tangible 
assets plus pro forma short-term debt is at least 200% 
of long-term debt plus pro forma short-term debt; (4) 
increase the flat limit as to the amount to which current 
debt must be reduced during one 45-day period a year 
from $2,000,000 to $7,500,000, but additionally require 
that during such 45-day period consolidated net 
tangible assets plus the highest amount of short-term 
debt during the 45-day period must be at least 250% of 
long-term debt plus such highest amount of short-term 
debt; and (5) increase required working capital to 
$35,000,000 (from $32,000,000) and impose a new 
requirement that current assets be at least 175% of 
current liabilities. 


Rule 17d-1, adopted by the Commission pursuant to 
Section 17(d) of the Act, provides, in pertinent part, 
that no affiliated person of any registered investment 
company and no affiliated person of such a person 
acting as principal, shall participate in, or effect any 
transaction in connection with any joint enterprise or 
other joint arrangement in which such registered 


1212/SEC DOCKET 


company is a participant unless an application regard- 
ing such joint enterprise or arrangement has been fil 
with the Commission and has been granted by att 
order. A joint enterprise or other joint arrangement as 
used in this Rule is any written or oral plan, contract, 
authorization or arrangement, or any practice or 
understanding concerning an enterprise or undertaking 
whereby a registered investment company and any 
affiliated person of such registered investment 
company, or any affiliated person of such a person, 
have a joint or a joint and several participation, or share 
in the profits of such enterprise or undertaking. In 
passing upon such application, the Commission will 
consider whether the participation of such registered 
company in such joint enterprise or joint arrangement 
on the basis proposed is consistent with the 
provisions, policies and purposes of the Act, and the 
extent to which such participation is on a basis 
different from or less advantageous than that of other 
participants. 


Under Section 2(a)(3) of the Act, an investment adviser 

to an investment company is an affiliated person of 

such investment company, and anyone owning more 

than 5% of the adviser’s outstanding voting securities 

is an affiliated person of the adviser. Accordingly, 

since John Hancock Advisers, Inc. (“Advisers”) is the 

investment adviser to Investors and a wholly-owned 

subsidiary of the Life Company, the Life Company is 

an affiliated person of an affiliated person of Investors © 
and its proposed purchase of the 1978 Notes coulc. 
constitute a joint transaction with Investors due to 

either the continuing ownership by Investors of the 

1971 Notes or the execution of the Amendment. 


Applicants state that the Board of Directors of 
Investors (“the Board”) (including four out of five of the 
Directors who are not interested persons of Investors, 
the fifth such Director not being present at the meeting 
at which the Amendment was considered) has 
determined that executing the Armendment is in the 
best interests of Investors for the following reasons: 
(1) issuance of the 1978 Notes will permit Gray Drug to 
increase its capitalization, thus permitting it to convert 
short and medium-term loans into long-term 
indebtedness; (2) because Gray Drug has improved its 
management, earnings, etc. since 1974, the additional 
restrictions imposed by the June 21, 1974, amendment 
are no longer appropriate, and the more conventional 
terms embodied in the Amendment are appropriate; (3) 
Gray Drug will be permitted to incur additional 
long-term debt and to lease new properties, thus 
enabling Gray Drug to refurbish its properties and 
exploit new market opportunities by incurring new 
leases; (4) it is the business judgment of the Board that 
the benefit to Investors of the proposed changes in the 
1971 Agreements which will result from the 
Amendment outweighs any detriment to Investo! 

which may result from any of such changes which are. 


» 


» 





favorable to Gray Drug; (5) Investors will obtain the 
-7ame terms as in the 1978 Notes; (6) the proceeds of 
2 1978 Notes will be indirectly available to Gray Drug 
“(6 repay the 1971 Notes; and (7) conforming the 1971 
Agreements to the 1978 Agreements will give Gray 
Drug one set of financial covenants to adhere to, thus 
facilitating compliance with such covenants. 


For the reasons outlined above, Applicants submit that 
the proposed transactions are consistent with the 
provisions, policies, and purposes of the Act, and that 
the participation of Investors in the proposed 
transactions is not on a basis different from or less 
advantageous than that of other participants. 
Accordingly, Applicants request an order from the 
Commission pursuant to Section 17(d) of the Act and 
Rule 17d-1 thereunder permitting Investors to enter 
into the Amendment, and permitting the Life 
Company to purchase the 1978 Notes. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than June 19, 1978, at 5:30 p.m., 
submit to the Commission in writing a request for a 
hearing on the application accompanied by a statement 
as to the nature of his interest, the reasons for such 
request, and the issues, if any, of fact or law proposed 
to be controverted, or he may request that he be 
notified if the Commission shall order a hearing 
thereon. Any such communication should be 
“'dressed: Secretary, Securities and Exchange 

smmission, Washington, D.C. 20549. A copy of such 
request shall be served personally or by mail upon 
Applicants at the address set forth above. Proof of 
such service (by affidavit, or in the case of an 
attorney-at-law, by certificate) shall be filed 
contemporaneously with the request. As provided by 
Rule 0-5 of the Rules and Regulations promulgated 
under the Act, an order disposing of the application 
herein will be issued as of course following said date 
unless the Commission thereafter orders a hearing 
upon request or uponthe Commission’s own motion. 
Persons who request a hearing, or advice as to whether 
a hearing is ordered, will receive any notices and orders 
issued in this matter, including the date of the hearing 
(if ordered) and any postponements thereof. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 10257 /May 25, 1978 


In the Matter of 


MADISON FUND, INC. 
660 Madison Avenue 
New York, New York 10021 


and 


FIRST NATIONAL STORES INC. 
5 Middlesex Avenue 
Somerville, Massachusetts 02143 


(812-4269) 


ORDER DENYING REQUEST FOR HEARING AND 
EXEMPTING PURSUANT TO SECTION 17(b) OF THE 
ACT PROPOSED TRANSACTION FROM SECTION 17(a) 
OF THE ACT AND PERMITTING PARTICIPATION IN 
PROPOSED TRANSACTION PURSUANT TO RULE 
17d-1 UNDER THE ACT 


Madison Fund, Inc. (the “Fund’’) a closed-end 
management investment company registered under the 
Investment Company Act of 1940 (the “Act”), and First 
National Stores Inc. (“Finast”), a Massachusetts 
business corporation which operates retail super- 
markets in various northeastern states, have filed an 
application on February 21, 1978, and amendments 
thereto on April 6, 1978, and April 19, 1978, pursuant to 
Section 17(b) of the Act for an order exempting a 
proposed transaction from the provisions of Section 
17(a) of the Act and permitting, pursuant to Rule 17d-1 
under the Act, certain proposed transactions in 
connection with the proposed merger of Pick-N-Pay 
Supermarkets, Inc., an Ohio corporation (“Pick-N- 
Pay”), into Finast. 


On April 21, 1978, a notice (Investment Company Act 
Release No. 10213) was issued of the filing of said 
application. The notice gave interested persons an 
opportunity to request a hearing and stated that an 
order disposing of the application would be issued as 
of course unless a hearing should be ordered. 


Prior to the expiration of the notice period, on May 3, 
1978, the Commission received a request for a hearing 
on the application from William H. Martin, a 
shareholder of Finast.1 Mr. Martin objects to the terms 





1 Mr. Martin filed additional material in support of his 
request for a hearing dated May 2, May 5, May 12, and 
May 19, 1978. In addition, Dan Bates, Jr., another 


Continued on following page 
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of the proposed merger transaction because it is his 
belief that the transaction would be preferential to the 
Fund and detrimental to other stockholders of Finast.2 
However, the only substantive issue relating to the 
merger terms raised in his request concerns the right of 
first refusal granted by the Fund to the surviving 
corporation to purchase from the Fund securities it 
receives in the merger. But it would appear that the 
beneficiary of this right is the merged company rather 
than the Fund, since it gives the merged company 
control over disposition of the largest block of 
securities owned by any former Finast shareholder. 


Mr. Martin also asserts that the Fund is benefited by 
certain other “special covenants and rights”. However, 
he does not substantiate this assertion. The only 
“special covenants” which appear to be granted the 
Fund under the terms of an Agreement and Plan of 
Reorganization (“Reorganization Agreement”) entered 
into by the parties concern certain rights of registration 
under the Securities Act of 1933 with respect to the 
shares received by the Fund as a result of the 
transaction. In light of the fact that the Fund is 
obligated under the terms of the Reorganization 
Agreement to pay for any such registration, the 
granting of such rights to the Fund does not provide an 
adequate basis for a hearing. 


In response to Mr. Martin, the management of Finast 
and Pick-N-Pay represent that any delay in acting upon 
the application will resuit in severe financial 
consequences to Finast and possibly to Pick-N-Pay. 

It is also represented that Pick-N-Pay has advanced 





Continued from preceding page 


shareholder of Finast, had a petition requesting a 
hearing filed on his behalf by Mr. Martin. Mr. Bates did 
not sign the petition or otherwise indicate that Mr. 
Martin was authorized to act on his behalf. Since the 
petition essentially consists of a reiteration of the 
arguments advanced by Mr. Martin, however, our 
analysis and disposition of Mr. Martin’s hearing 
request will similarly apply to that of Mr. Bates. 


2 The Fund is the owner of 697,003 of the issued and 
outstanding shares of Finast, which represents 
approximately 62% of the issued and outstanding 
shares of Finast capital stock. 


3Mr. Martin claims that if the current financial 
emergency is as serious as it has been represented by 
Finast, then management has deceived Finast 


shareholders in the past with unduly optimistic 
comments in company reports. While it is true that 
management in its reports to shareholders continued 
to express hope for future prospects, the financial 
statements accompanying those reports reflect the 
increasing losses of Finast. 
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Finast a substantial sum of cash to meet current 
operating requirements and that these advances will be... 
at risk until the merger is consummated, at which ung 
a new credit arrangement will be available to finance 
ongoing operations. It appears, therefore, that if 
Pick-N-Pay decides to abandon the proposed merger 
because of further delay in the effectiveness of the 
proposed merger, it would be detrimental to the 
interests of Finast and its shareholders. On the basis 
of the foregoing, a sufficient showing has not been 
made to order a hearing. It, therefore, appears that a 
hearing is not necessary in the public interest or for the 
protection of investors. Accordingly, 


IT 1S ORDERED, that the requests for a hearing are 
denied. 


The matter having been considered, it is found that the 
terms of the proposed transaction set forth in the 
application are reasonable and fair and do not involve 
overreaching on the part of any person concerned, that 
the transaction is consistent with the policies of 
Madison Fund, Inc., and with the general purposes of 
the Act. It is further found that the participation of 
Madison Fund, Inc., and First National Stores Inc. in 
the transaction set forth in the application on the basis 
proposed is consistent with the provisions, policies 
and purposes of the Act, and that the participation of 
each participant is not on a basis less advantageous 
than that of the other participants. Accordingly, 


IT IS FURTHER ORDERED, pursuant to Section 17(b) 
of the Act and Rule 17d-1 under the Act, that the 
application to exempt from the provisions of Section 
17(a) of the Act and to permit participation in certain 
transactions in connection with the proposed merger 
of Pick-N-Pay Supermarkets, Inc., into First National 
Stores Inc., be, and hereby is, granted, effective 
forthwith. 


By the Commission. 


George A. Fitzsimmons 
Secretary 
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Litigation Release No. 8413/May 23, 1978 


SECURITIES AND EXCHANGE COMMISSION v. 
ROBERT L. VESCO, et al. 

(United States District Court, Southern District of New 
York) 

Civil Action No. 72 Civ. 5001 (CES) 


The Securities and Exchange Commission today 
announced the settlement of the Commission’s case in 
the above action with respect to Allan F. Conwill, 
Raymond W. Merritt and John S. D’Alimonte pursuant 
to a Stipulation and Final Order of Settlement as to 
each signed on May 19, 1978, by Charles E. Stewart, 
Jr., United States District Judge, and entered as 
judgments in this action. As part of the Stipulation and 
Final Order of Settlement approved by the Court, 
Conwill, Merritt and D’Alimonte each agreed and under 
took to comply with Section 10(b) of the Securities 
Exchange Act of 1934, as amended, and Rule 10b-5 
thereunder, 17 C.F.R. §240.10b-5. The order provides 
that the Court retains jurisdiction to make such orders 
as may be appropriate to ensure compliance with the 
Stipulation and Final Order of Settlement and that the 
action with respect to Conwill, Merritt and D’Alimonte 

1s been discontinued and terminated with prejudice. 

ae litigation settled by the Commission with Conwill, 
Merritt and D’Alimonte, attorneys in New York, arose 
out of the activities of |OS, Ltd., and its related mutual 
funds during the years 1969 through 1972. 





Litigation Release No. 8414/May 24, 1978 


SEC v. RICHARD L. CHATHAM, et al. 
(D. Utah, Civil Action File No. C-78-0104) 


Robert H. Davenport, Administrator of the Denver 
Regional Office of the Securities and Exchange 
Commission, today announced that the Honorable 
Aldon J. Anderson, Chief Judge of the United States 
District Court for the District of Utah, issued Orders of 
Permanent Injunction against Environmental and 
‘=cological Sales, Inc., a Utah corporation on April 11, 
i 378; against Sight & Sound Services, a Utah 


corporation, on April 22, 1978; against Richard L. 
Chatham, of Denver, Colorado, on April 24, 1978; and 
against Commercial Leasing Corporation, Hughes 
Capital Corp., Brock Capital Corp., and Shannon 
International, all Utah corporations, Robert C. Lund, of 
Salt Lake City, Utah, Gary L. Merrill, of Coronado, 
California, and Philip J. Kocherhans of Bountiful, 
Utah, on April 28, 1978. 


The orders, in substance, permanently enjoin 
defendants Richard L. Chatham, Robert C. Lund, Gary 
L. Merrill, Environmenta2) and Ecological Sales, Inc., 
and Sight & Sound Services from violating the 
antifraud provisions of the federal securities laws in 
connection with the offer, purchase and sale of any 
securities, including common stock of Columbine 
Financial Corporation, Utah Land and Property, Inc., 
N/K/A Allergy Control, inc., B.F.D. Capital Corp., 
N/K/A Precious Gems Investment Company, Brock 
Capital Corp., Hughes Capital Corp., Starburst, Inc., 
Mayhew Capital Corp., N/K/A Da-Jon, Inc., Shannon 
International, Commercial Leasing Corporation, 
Environmental and Ecological Sales, Inc., Sight & 
Sound Services, ABC Mining Corp., or any other 
security. 


Further, the orders, in substance, permanently enjoin 
defendants Commercial Leasing Corporation, Brock 
Capital Corp., Shannon International, Hughes Capital 
Corp., and Philip J. Kocherhans from violating the 
antifraud provisions of the federal securities laws in 
connection with the offer, purchase and sale of the 
securities of Commercial Leasing Corporation, Brock 
Capital Corp., Shannon International, Hughes Capital 
Corp., and ABC Mining Corp., respectively, or any 
other securities. The defendants consented to the entry 
of the orders of permanent injunction without 
admitting or denying the allegations of the complaint. 


On May 8, 1978, the Court also issued a Temporary 
Restraining Order against Darrell L. Nielsen, of Salt 
Lake City, Utah, in substance, restraining defendant 
Nielsen from violating the antifraud provisions of the 
federal securities laws in connection with the offer, 
purchase, and sale of securities of Columbine 
Financial Corporation, or any other security. Defendant 
Nielsen also consented to the entry of the Temporary 
Restraining Order without admitting or denying the 
allegations of the complaint. The Temporary 
Restraining Order against Darrell L. Nielsen will expire 
upon the hearing on the plaintiff Commission’s Motion 
for Preliminary Injunction in the case. 


For further information see Litigation Release No. 
8359. 
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Litigation Release No. 8415/May 24, 1978 


UNITED STATES v. ANTON VAN der VALK 
(D Or. No. CR 78-1211) 


Sidney |. Lezak, United States Attorney for the District 
of Oregon, and Jack H. Bookey, Administrator of the 
Seattle Regional Office of the Securities and Exchange 
Commission, announced that on May 10, 1978, a 
federal grand jury in Portland, Oregon returned an eight 
count indictment charging Anton Van der Valk of 
Portland, Oregon, with two counts of fraud by wire and 
six counts of fraud in the sale of securities. 


The indictment charges that from on or about June 1, 
1974, to the date of the indictment, Van der Valk 
devised a scheme to defraud investors by inducing 
them to invest their funds with him as trustee to be 
re-invested according to his determination. However, 
no trusts were ever created and Van der Valk diverted 
and converted the investors’ funds to his own personal 
and business use and benefit. He attempted to lull 
investors into a false sense of security and to conceal 
these misappropriations of funds by issuing 
“Depository Receipts” showing that individual 
investors owned percentages of total trust assets. 


The indictment was the result of a joint investigation 
by the United States Attorney’s office in Portland; 
Frank J. Healy, State of Oregon Corporation 
Commissioner; the Portland office of the Federal 
Bureau of Investigation; and the Seattle Regional 
Office of the Commission. The case was presented to 
the grand jury by Jack H. Collins, First Assistant 
United States Attorney. 





Litigation Release No. 8416/May 24, 1978 


SEC v. MACRODATA CORP., et al. 


(Central District of California, Civil Action No. 
77-1319-WMB) 


Gerald E. Boltz, Administrator of the Los Angeles 
Regional Office of the Securities and Exchange 
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Commission today announced the entry of final orders 
against George Thomas of Elm Grove, Wisconsin, andes. 
William C. W. Mow of Los Angeles, California, in i 
Commission’s injunctive action against Macrodata—~ 
Corp., et al. On March 7, 1978, Judge William Matthew 
Byrne, Jr., of the U. S. District Court in Los Angeles, 
California, entered a final order against George 
Thomas, Jr., an employee of Cutler-Hammer, Inc., 
which ordered that Thomas, in connection with the 
offer, sale, or purchase of Macrodata stock or any other 
securities shall not fail to disclose material facts 
regarding the issuer's financial condition. On January 
16, 1978, Judge Byrne also entered an order against the 
defendant William C. W. Mow also requiring full 
disclosure in making statements regarding the issuer’s 
financial condition. Both defendants stipulated to the 
entry of these final orders without admitting or denying 
the allegations of the complaint. 





Litigation Release No. 8417/May 24, 1978 


UNITED STATES OF AMERICA v. SAMUEL ARCH 
HARWELL, PATRICK DENNIS SULLIVAN 
(S.D. TEX—CR. NO. 78-H-78-87) 


Richard M. Hewitt, Administrator of the Fort Worth 
Regional Office, and Daniel R. Kirshbaum, Assistant 
Regional Administrator of the Commission’s Houston 
Branch Office, today announced that on May 15, 1978, 
a federal grand jury in Houston, Texas, returned a 
4-count indictment charging Samuel A. Harwell, 
Houston, Texas, and Patrick D. Sullivan, Brea, 
California, with mail fraud, wire fraud and conspiracy 
to commit wire fraud. More specifically, the indictment 
alleges that the defendants devised a fraudulent 
scheme to obtain loans totalling $901,000 from a 
California bank for their own personal use which were 
collateralized by certificates of deposit belonging to 
the University of Houston. 


The indictment alleges that Harwell utilized his 
position as financial analyst for the University of 
Houston to purchase certificates of deposit issued by 
the Japan-California Bank at its San Jose, Californie 

branch using $5,000,000 in University of Houstofr 





=~ 


" (“NASA”), 


funds. It further alleges that Harwell falsely 


-.represented to the Japan-California Bank the 


relationship between Sullivan and the University of 


‘Houston and that Sullivan, aided and abetted by 


Harwell, obtained the $901,000 in loans by pledging the 
certificates of deposit as collateral. The proceeds of 
the loans obtained by Sullivan were misrepresented to 
the Japan-California Bank as being for the purpose of 
acquiring a Holiday Inn in Kansas City when the funds 
were invested in various business ventures controlled 
by Sullivan and Harwell including a mining operation in 
Nevada and the manufacture of mobile laundry trucks 
for the Hashemite Kingdom of Jordon. 


The investigation leading to this indictment was 
conducted by the Securities and Exchange Com- 
mission and the Federal Bureau of Investigation. 





Litigation Release No. 8418/May 24, 1978 
STATE OF ALABAMA v. JOSEPH J. ROSTAN 


STATE OF ALABAMA v. FRED PENNINGTON 


William J. Baxley, Attorney General of Alabama, 
Thomas L. Krebs, Director of the Alabama Securities 
Commission, and Jule B. Greene, Administrator of the 
Atlanta Regional Office of the Securities and Exchange 
Commission, announced that on May 9, 1978, Joseph 
J. Rostan, of Jackson, Mississippi, and Fred 
Pennington, of Vernon, Alabama, pled guilty in the 
Circuit Court of Lamar County, Alabama, to attempting 
to violate the anti-fraud provisions of the Alabama 


Securities Act. Immediately following the guilty pleas, - 


Circuit Judge Carlton Mayhall, Jr., sentenced Rostan 
and Pennington to six months imprisonment and fined 
them $500 each. The six months sentences were 
suspended, and Rostan and Pennington were placed 
on two years probation. 


Rostan was charged with defrauding public investors 
in connection with the offer and sale of the promissory 
notes of National Accounts Service Association, Inc. 


a now bankrupt Huntsville, Alabama, 
-corporation. Pennington was charged with defrauding 


public investors in connection with the offer and sale 
of the promissory notes of Collateral Accounts, Inc. 
(“Collateral Accounts”), a related bankrupt Huntsville, 
Alabama, company. 


Rostan and Pennington are the last of seven 
individuals convicted in connection with the offer and 
sale of the promissory notes of NASA and Collateral 
Accounts, which together raised over $6,000,000 from 
the public while misrepresenting to the investors that 
the notes were fully insured. The Commission’s staff 
provided assistance in and testified at five criminal 
trials which resulted in guilty verdicts against the other 
five defendants. 


For further information, see |..‘‘gation Release Nos. 
7375, 7584, 8130, 8201, and 84°): 





Litigation Release No. 8419/May 24, 1978 


SEC v. COSMOPOLITAN INVESTORS FUNDING CO., 
et al. 
(M.D.Pa. Civil No. 75-666) 


The SEC today announced that on May 18, 1978, the 
Honorable R. Dixon Herman, United States District 
Judge for the Middle District of Pennsylvania, signed a 
Final Judgment of Permanent Injunction and Ancillary 
Relief against Robert J. DiStefano, former president of 
Cosmopolitan Investors Funding Company. DiStefano 
consented to the entry of the judgment without 
admitting or denying the allegations of the 
Commission’s complaint. The judgment against 
DiStefano permanently enjoins him from further 
violating the anti-fraud, reporting and proxy provisions 
of the Exchange Act. In addition, DiStefano is required 
to pay to Cosmopolitan the sum of $15,000 and is 
prohibited from assuming a position as either an 
officer or director of any public company except upon a 
showing satisfactory to the Court that measures have 
been taken to prevent conduct as alleged in the 
Commission’s complaint or conduct of similar object 
or purport. 


The complaint in this action was filed on June 6, 1975, 
and charged DiStefano, Robert R. Nelson, Cosmopol- 
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itan Investors Funding Co., Ramon N. D’Onofrio A.G., against all other defendants. 

Ernst Ballmer and Bank Hofmann A.G. with violations 

of the securities laws. Judgments of permanent For further details see Litigation Releases No. 692 
injunction have previously been entered in this matter and 7366. 


we 
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